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(Abstract) 
Charles Kindleberger (1992) viewed Foreign Direct 
Investment as a source of exploitation of the host countries 
by multinationals. Such exploitation ranges from 
inappropriate technology, labour exploitation, transfer-
pricing etc. to high repatriation and economic exploitation. 
Michael Todaro (1999), on the other hand, suggests for a 
careful scrutiny of the host country to ensure capital 
formation, technological development, employment 
generation and promotion of living standard. Effects of 
Foreign Direct Investment (FDI) can be judged from two 
points of view: according to the host country and according 
to the investing country. 
For the host country the FDI helps in bringing the 
sophisticated technology in which developing country is 
lagging far behind. The Foreign Direct Investment (FDI) 
increases the volume of foreign exchange which is beneficial 
for the host country. The Foreign Direct Investment (FDI) 
opens vistas for employment opportunities. The Foreign 
Direct Investment (FDI) provides thrust to take up high-tech 
projects, steady power supply, efficient telecommunication 
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and improvement in other economic overheads. It can vouch 
safe favourable terms of trade in future also. 
Foreign Direct investment has received considerable 
attention from academics with regard to its role and 
implications in India. Studies are also available on the FDI 
flow^s in different sectors like telecommunication, 
information technology, infrastructure, services. Fast Moving 
Consumer Goods (FMCG) and capital goods. Comparative 
studies for different regions are also available. However, 
there is no organised study on the FDI inflows in automobile 
industries in India. The industry has experienced 
considerable changes over last few decades. Initially the 
sector was based on endogenous technology, and then the 
technology experienced considerable changes in relation to 
opening the economy of India for foreign investments. 
During the last decade the sector has promoted by 35 times 
indicating a remarkable growth. Changes have also taken 
place in the aspect of technology. Such changes are attributed 
to the flows of FDI in India. The present study deals with 
automobile sector in relation to the FDI flows in the sector. 
The study is particularly concerned with the effects of FDI 
inflows in automobile industry in reference to the growth 
and development of the sector. 
The present study would mainly focus on the post-NEP 
inflows of Foreign Direct Investment (FDI) in automobile 
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industry. The study aims to assess the nature of the FDI 
flows in Indian automobile industries since the economic 
liberalization of 1991 and attempts to explore its effects on 
certain aspects of development. The specific objectives of the 
study are, to study the concept and applications of the 
Foreign Direct Investment (FDI) in developed and developing 
countries, to study the conceptual framework of the Foreign 
Direct Investment (FDI) in India, to examine the role of the 
Foreign Direct Investment (FDI) in the over all economic 
development of India and the automobile sector of India, in 
particular .Hypotheses of the Study areas fol lows: (i)The 
null hypothesis is that there is no relation in the growth of 
FDI in India and FDI in automobiles. The alternative 
hypothesis would suggest that growth of FDI in India is 
strongly related with the growth of FDI in automobile sector, 
ii the null hypothesis assumes that there is no relation 
between FDI flows in automobile in India and development 
of automobile sector in India. Failing to accept the null 
hypothesis will automatically lead to accept the alternative 
hypothesis suggesting that development of automobile sector 
in India is largely contingent upon the FDI flows in Indian 
automobiles. The specific hypotheses are as following: 
a) Investment in the auto-sector is functionally 
dependent on the FDI flows in the sector: 
b) FDI flows contribute the production of the sector in a 
functional manner. 
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c) FDI flows in the sector plays a statistically 
significant role in the promotion of sales per 
company of the sector. 
d) Export of automobile sector is functionally 
dependent on the FDI flows in the sector. 
e) Profitability of the automobile sector is an outcome 
of the FDI flows in the sector. 
f) Concentration of FDI flows in the automobile sector 
is responsive to the profitability of the sector. 
g) Employment in the automobile sector is statistically 
dependent on the FDI flows in the sector. 
h) Investment in the auto-sector is functionally 
dependent on the FDI flows in the sector. 
The automobile industry is a vitally important segment 
in a country's economy. In India it is the main constituent of 
the transport industry, with an annual turnover of Rs 48,000 
crores, with an investment of more than Rs 30,000 crores. It 
directly employs 4.5 lakhs of people and more than a crore of 
Indians are indirectly dependant on it for their livelihood. 
The Indian automobile industry has the potential to 
emerge as a globally competitive manufacturing base for 
compact, affordable cars and two wheelers for developing 
country markets. The auto components sector, too, has 
tremendous prospects. The government is all set to give the 
sector a significant boost by encouraging investment and 
promoting research and development. The Government of 
India announced a new auto policy in March 2002. The auto 
policy seeks to establish a globally competitive automotive 
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industry in India and to double its contribution to the 
economy by 2010. 
Automobile industry has universally emerged as an 
important driver in the economy. Although the automotive 
industry in India is nearly six decades old, until 1982, only 
three manufacturers - M/s. Hindustan Motors, M/s. Premier 
Automobiles and M/s. Standard Motors tenanted the motor 
car sector. Owing to low volumes, it perpetuated obsolete 
technologies and was out of sync with the world industry. In 
1982, Maruti Udyog Ltd. (MUL) came up as a government 
initiative in collaboration with Suzuki of Japan to establish 
volume production of contemporary models. After the lifting 
of licensing in 1993, dozens of new ventures have come up of 
which majority are for manufacture of cars. This industry 
currently accounts for nearly 4 per cent of the GNP and 17 
per cent of the indirect tax revenue. 
The industry encompasses commercial vehicles, multi-
utility vehicles, passenger cars, two wheelers, three wheelers, 
tractors and auto components. There are in place 15 
manufacturers of cars and multi utility vehicles, 9 of 
commercial vehicles, 14 of Two/Three Wheelers and 10 of 
Tractors besides 5 of engines. With an investment of 
Rs.309908 million, the sales of 6090760 in Automotive Sector 
in 2003 . It employs 4,50,000 people directly and 100,00,000 
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people indirectly and is now inhabited by global majors in 
keen contention. 
India's automotive component industry manufactures 
the entire range of parts required by the domestic automobile 
industry and currently employs about 250,000 persons. Auto 
component manufacturers supply to two kinds of buyers -
original equipment manufacturers (OEM) and the 
replacement market. The replacement market is characterised 
by the presence of several small-scale suppliers who score 
over the organised players in terms of excise duty 
exemptions and lower overheads. The demand from the OEM 
market, on the other hand, is dependent on the demand for 
new vehicles. 
The auto sector (excluding Tractors) attained a steep 
cumulative annual growth of 22 per cent between 2002 and 
2003. The Tractors achieved a cumulative annual growth of 
16 per cent. Component production grew by 28 per cent. 
There has been a slowdown in the automobile sector in the 
past two years. However, the component industry 
maintained a low but positive growth rate mainly due to its 
export performance. Over the years, the com^ponent industry 
has maintained a 10 per cent - 12 per cent share of exports in 
the total production. Globalization is pushing all auto-majors 
in the word to consolidate their position, to upgrade their 
technology, to enlarge their product range, access new 
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markets and cost cuts. They are trying to create common 
platforms, modular assemblies and systems integration 
component suppliers and e-commerce. As a result, the 
component industry is undergoing vertical integration 
resulting in the emergence of 'systems and assemblies 
suppliers' rather than individual component suppliers. Most 
component suppliers are integrating into tier 2 and tier 3 
suppliers, large manufacturers and multinational 
corporations are being transformed into tier 1 companies. 
There are two industries comprising the automobile sector, viz., 
the automobile industry and the autocomponents industry. The 
variables under consideration include production, investment, sales, 
profitability, exports and employments. Efforts have also been made to 
present a profile of comparison between the total FDI in India and the 
FDI flows in the automobile industry. The average FDI takes a value of 
Rs 223741 million. The flow in automobile takes a Mean of Rs 3791 
million. An attempt has been made to explore the relation between the 
investment in automobile industry and the FDI flows in automobile 
industry. It is hypothesized that the changes in the investment of 
automobile is functionally depended on the FDI flows in automobile 
industry. In view of the fact that the investment of automobile industry 
depends on a number of variables, in addition to the FDI flows there are 
other variables that have been taken under consideration like time and 
the lagged variable. The dependent variable is the investment in 
automobile industry and the independent variable is the foreign direct 
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investment in the automobile industry, time and the lagged variable. It 
has been observed that the FDI flows in the automobile industry fails to 
explain the variation in the investment of the industry. 
It is tempting to find out whether the production of automobile 
industry is a function of the foreign direct investment concentrated in 
the sector. The null hypothesis is that the production of automobile 
industry is a function of the FDI flows in the sector. The F-statistic of the 
regression suggests that the null hypothesis of untrue relation should be 
rejected at 5 % level. 
The regression parameters of sales against the FDI flows indicate 
that the null hypothesis of untrue relation should be rejected at 5% 
level. The coefficient of determinant explains as much as 98 percent of 
the variation in the sales of auto products. However the coefficient of 
FDI is not statistically significant. The regression estimates of the amounts 
of export of the automobile industry against the FDI flows, time and the 
lagged variable. The F-statistic seems quite impressive to suggest that the 
regression is statistically significant at 5% level. The coefficient of FDI flows in 
the industry fails to demonstrate any significant relation towards the 
promotion of export of the industry. 
The multivariate regression of profitability of automobile 
industry against the FDI flows suggests that the null hypothesis of 
untrue regression relation can not be rejected at 5% level. The coefficient 
of determinants is equally poor as it could have explained only 31 
percent variation in the profit figures of the automobile industry. It 
indicates that there has not been any evidence that the profit figure of 
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automobile is influenced by the FDI flows. It is tempting to make 
regression of FDI flows against the profit of automobile to explore 
whether profit contributed to attract FDI flows in the sector. 
The Mean of the FDI flows in total in India is Rs 223741 million. 
The Mean of the FDI in automobile industry is Rs 3791 million and that 
of the auto-components industry is Rs. 4377 million. This indicates that 
Foreign Direct Investors are more interested in auto-components than 
the automobile industry. 
The next point of analysis concentrates on exploring the nature of 
functional relation of the production of autocomponents with the set of 
independent variables including the FDI flows in the industry. The 
parameters of the multivariate regression show that the empirical 
regression line is quite impressive in terms of the F-ratio and the R-
square. The F-ratio suggests that the empirical form of regression rejects 
the null hypothesis of untrue relation at 5% level of significance. The 
coefficient of determinants indicates that as much as 97 percent 
variations in the production of autocomponents have been explained by 
the regression fit. 
The regression assumes that profitability in the sector of 
autocomponents depends on the FDI flows. The regression estimates 
failed to demonstrate an impressive regression fit in terms of the F-ratio 
and the R-square. The F-ratio is only 1.9 to indicate that the hypothesis 
of untrue relation can be rejected at 5% level. The coefficient of 
determinant shows that 42 percent of the variation in the profit figures 
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could have been explained by the regression function. It seems that time 
can only explain the variability in the net profit (after interest and taxes) 
of the autocomponents industry significantiy. The flow of FDI in the 
sector however fails to contribute to explain the variation in the profit 
figures of the industiy. 
The FDI flows in India is absolute figure appears quite 
impressive but when compared to global flows, it is far from 
satisfaction. This state of affair in an account of sustain 
impediments India at the movement needs a well-balanced 
strategy for enhanced FDI inflows. 
Indian government has enacted laws for regulating FDI 
from time to time keeping in view both National and 
International business environment. Before the liberalisation 
of Indian economy in 1991, there was Foreign Exchange 
Regulation Act constituted in 1973 for regulation of foreign 
investment. Nowadays a newly formulated FEMA is taking 
care of foreign Investment regulation. But, the real problem 
is that all these Act and different bodies constituted by 
government are playing a regulatory role. The need of the 
hour is to enact a law which should play a promotional role 
apart from regulation. The government should now emphasis 
on the National Investment of FDI which should take care of 
sensitive issues like double taxation, single point clearance 
for investors eliminating separate clearance at central and 
state levels. 
10 
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For a long time it has been emphasised the key to 
economic development apart from economics is the 
infrastructure development. Because a well developed 
infrastructure will play a crucial role in attracting FDI. In the 
light of this, different states should consider framing special 
laws directing investment first in infrastructure and then to 
other sectors of the economy, covering both domestic as well 
as foreign investment. 
The Department of Industrial Promotion (DIP) plays a 
pivotal role in regulating FDI, with the help from FIPB, SIA 
and FIIA. The FIPB, which works out the modalities before 
the approval stage and appraises the proposal, should be 
empowered to grant central level registration, excise 
registration and income tax registration DGFI registration. 
Custom & excise registration, this will augment the process 
approvals of FDI proposals. 
The Foreign Investment Implementation Authority 
(FIIA) should be given freedom to frame business rules so 
that it can fix the time frame for investment proposals both at 
Central and state levels. The role of cabinet committee 
should be curtailed in assessment of proposals and FIIA 
should be empowered which will reduce approval time. 
A registration cell related to FDI should be setup so 
that database can be maintained of FDI projects ensure 
11 
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accelerate approvals of FDl. The Indian repute consists of 
many states and Union Territories which are at different 
stages of development. Some states are financially, 
technically and Infrastructurally very sound while some are 
very weak in all respects. Therefore a development 
Assistance Fund can be set up to provide assistance to the 
states which need them. This can be divided in two 
categories i.e. Technical Assistance and Financial Assistance, 
depending upon the requirement of the states. The States 
could use these funds to upgrade the states infrastructure 
and prepare reports for project in which there is requirement 
of FDI to foreign investors. An effective implementation 
agency should be set up to help the states and also in 
building road maps for investment, investment tracking 
system etc. 
Attracting FDI is a major issue for India for the over all 
development of the economy. But there are many early 
barriers attached which restrict the smooth inflow of FDI. 
The Sectoral limit which is enforced should be properly 
evaluated in a explicit manner and should be justified. 
Otherwise, the sectoral caps which are not properly justified 
should be removed. 
There is a need to distinguish between pure 
defence/security equipment such as weapons platforms and 
dual use equipments and pasts that such dual use goods are 
12 
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treated as civilian and freed form FDI equity limits. FDl 
equity limits should be liberal in case of dual use items 
rather than pure defence equipment. 
For a long time there have been apprehensions about 
the opening up of Media to FDI, which has attracted large 
amount of FDI. There is no problem until the publications on 
culture, society and entertainment are not published at the 
expense of Indian social and cultural norms. The 
globalisation of the economy should be two-way, with the 
rest of the world having the same access to Indian culture as 
we have to theirs. Globalisation should not mean that all the 
existing cultural and nationalistic contents created in USA or 
other European countries should be transferred to India. It 
also means that the cultural and nationalistic content created 
in Indian should also be brought to global audience. On the 
same pattern restrictions can also be applied to foreign 
entrants in the field of current affairs and news programmes. 
The Indian Manufacturing sector has attracted huge 
amount of FDI and it has still got potential to further 
argument the inflow of FDI. The whole of manufacturing 
industry is doing welJ except the defence, but defence will 
also get a boost because of recent incentives by the 
government to open it for private players. The Small-Scale 
units are still protected with equity limit of 24 per cent. 
13 
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The talk of the moment is the phenomenal growth of the 
Indian Automobile Industry in which the government has 
allowed up to 100 per cent foreign equity. Presently all the 
leading automobile manufacturers of the world set up their 
plants in India like General Motors, Toyote, Mitshulshshi, 
Dialmer Chruysler, Hymadai, Ford, Volvo, Kawasaki, Honda, 
Yamaha. These companies have either set up a 100% 
subsidiary or they are in joint ventures with some leading 
Indian automobile manufacturers. 
Over a period of time it has been observed that Indian 
automobile industry has promoted integrated, phased, 
enduring and self-sustained growth. However, there is a 
pressing need to lift up the sector as a lever of industrial 
growth and employment and to achieve a high degree of 
value addition in the country. The extant policy on the 
automobile industry has drawn many overseas companies 
into India but needs to be more investor friendly, address 
emerging problems and be WTO compatible. The Indian car 
market is full of possibilities; but present demand profile 
inhibits volume of production, save by a few, and conduces 
contention rather than competition. World over, the majors 
have consolidated to elevate technology, enlarge product 
range, access new markets, cut costs and induce versatility. 
They have resorted to common platforms, modular 
14 
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assemblies and systems integration by component suppliers 
and E-Commerce. 
The automotive industry is in the midst of a major 
structural transformation in today's globalised scenario. 
"System Supply" of integrated components and sub-systems 
is becoming the order of the day, with individual small 
components being supplied to the system integrators instead 
of the vehicle manufacturers. In this process, most of the SSI 
units manufacturing smaller individual components are on 
their way to become tier 2 and tier 3 suppliers, while the 
larger companies including most MNCs are being 
transformed into tier 1 companies, which purchase from tier 
2 & 3, and sell to the auto manufacturers. 
The Government needs to promote Research & 
Development in automotive industry by strengthening the 
efforts of industry in this direction by providing suitable 
fiscal and financial incentives. The current policy allows 
Weighted Tax Deduction under I.T. Act, 1961 for sponsored 
research and in-house R&D expenditure. This will be 
improved further for research and development activities of 
vehicle and component manufacturers from the current level 
of 125 percent. In addition. Vehicle manufacturers will also 
be considered for a rebate on the applicable excise duty for 
every 1 percent of the gross turnover of the company 
expended during the year on Research and Development 
15 
Abstract 
IT' ' I S5 
carried either in-house undef a distinct dedicated entity, 
faculty or division within the company assessed as 
competent and qualified for the purpose or in any other R&D 
institution in the country. This would include R & D leading 
to adoption of low emission technologies and energy saving 
devices. 
The present study has dealt with the role of FDl in 
automobile and autocomponents industries as a whole for the 
period from 1991 to 2003. Performance appraisals of 
automobile industry have been done in terms of examining 
trends in sales, production/ investment and export of 
automobile and autocomponents. The same parameters have 
been taken to assess the role of FDI vis-a-vis sales, 
production, investment, export and employment. 
The study has not taken the segment wise analysis of 
FDI inflows in automobile industry such as FDI in heavy 
vehicles, light vehicles, medium vehicles, multi utility 
vehicles and commercial vehicles. Future studies can be 
therefore taken to assess the role of FDI flows in different 
segments of the automobile and autocomponents industries. 
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Preface 
Foreign Direct Investment plays vital role in bridging the gap 
between capital required and capital available domestically. It has 
played a significant role in shaping Indian economy since the first half 
of the decade of eighties. Globalisation has further emphasised the need 
of FDI in different sectorsof the economy to fall in line with the global 
production standards. Most of the countries of the world have evolved 
their economic policies to attract foreign investors creating further 
pressure for the economy of India. 
Basically Foreign Direct Investment (FDI) includes the transfer of 
financial capital, technology and other skills like managerial, marketing 
and accounting expertise and practices. This relates costs and benefits 
for the countries involved both the investing country (the source of the 
investment) and the host country (the recipient of the investment). 
There is even a fundamental disagreement on what constitutes the costs 
and benefits of FDI from the perspectives of the two countries. This 
disagreement is indicated by the big gap between those holding pro-
globalization or free-market views and those with anti-globalization or 
anti-market views. Moreover, sharing the gains of welfare between the 
host country and the guest country depends not only on given market 
scenario but also on the relative strength of the two countries in 
bargaining over the terms and conditions governing a particular FDI 
project. It is not necessarily an optimal market condition that one 
country's gain must be accompanied by the other country's loss. 
Kindlegerger (1969) argues that the relationship arising from the 
FDI process is not a zero-sum game. For an effective FDI, both countries 
must believe that the expected benefits to them must be greater than the 
costs. Such a trust and confidence are the essence of an agreement to be 
reached to initiate the underlying projects. Of course, such an 
assessment is in its ex-ante sense that often leads to a departure in the 
ex-post form. This gives the foundation of the present study that 
focuses on the FDI in Indian automobiles. 
Automobile industry has universally emerged as an important 
driver in the economy. This industry currently accounts for nearly 4 per 
cent of the GNP and 17 per cent of the indirect tax revenue. India's 
automotive component industry manufactures the entire range of parts 
required by the domestic automobile industry. Coping well with the 
rapid changes in this sector the world over, the Indian auto component 
industry has done well in the last few years. 
The study has dealt with the role of FDI in automobile and 
autocomponents industries as a whole for the period from 1991-2003. 
Performances appraisals of automobile industry have been done in 
terms of trends in sales, production, investment and exports of 
automobile and autocomponents. The same parameters have been taken 
to explore the nature of interrelation between the foreign direct investments 
vis-a-vis trends in sales, production, investment, exports and 
employment of automobile sector in India. 
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Chapter - 1 
Introductory Background and 
Theoretical Approach to the Study 
1. Introduction 
Foreign Direct Investment (FDI) means the transfer of 
financial capital, technology and other skills like managerial, 
marketing and accounting expertise and practices/ This 
relates costs and benefits for the countries involved both the 
investing country (the source of the investment) and the host 
country (the recipient of the investment). ^ Considerable 
efforts have been made to assess as what costs are borne and 
what benefits are enjoyed by the two countries.'^There is even 
a fundamental disagreement on what constitutes the costs 
and benefits of FDI from the perspectives of the two 
countries.^ This disagreement is indicated by the big gap 
between those holding pro-globalization or free-market 
views and those with anti-globalization or anti-market views.' 
Moreover, sharing the gains of welfare between the host 
country and the guest country depends not only on given 
market scenario but also on the relative strength of the two 
countries in bargaining over the terms and conditions 
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£ 
governing a particular FDI project.^ It is not necessarily an 
optimal market condition that one country's gain must be 
accompanied by the other country's loss^ Kindlegerger (1969) 
argues that the relationship arising from the PDl process is 
not a zero-sum game. For an effective FDI, both countries 
must believe that the expected benefits to them must be 
greater than the costs. Such a trust and confidence are the 
essence of an agreement to be reached to initiate the 
IC 
underlying project. Of course, such an assessment is in its ex-
ante sense that often leads to a departure in the ex-post form." 
This gives the foundation of the present study that focuses 
on the FDI in Indian automobiles. 
2. Economic , Polit ical and Social Effects of FDI 
The controversy of anticipation and realization would 
not have taken place if the host country had achieved what 
the classical economists suggested with regard to the effects 
of FDI. They pioneered the positive theories of FDI that 
stipulates that FDI flows are in consequences of mobility of 
capital towards profit maximization. Since in most cases the 
host countries lack capital, which is an essential factor of 
production, such inflows are desirable from the point of 
global efficiency. This is further complemented by the 
surplus and cheap labour that most of these host countries 
often enjoy. This serves the condition of cost minimization 
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vis-a-vis profit-maximization. This is the argument of 
Classical economists that suffers from oversimplification. 
Markets are not often perfect in nature. The varieties of 
imperfections are so much that often provides the 
multinational firms to exploit at the cost of the host country 
without their knowledge. This is force that makes the host 
country adapting to a protectionist approach. Such 
suspicions sometime lead to over-protectionists. This is a 
departure of the Classical proposition and quite often 
utilised by the multinationals to be even more aggressive. 
They take their protection as well by means of further 
manipulation of market imperfections in the form of transfer-
pricing, shadow-pricing, dumping, monopolistic 
competitions. At the end there are welfare losses on the part 
of host countries in the form of departure from efficiency, 
optimality and constant return to scale. Quite often the 
multinationals are encompassed world wide and have 
accumulated so much wealth that appears to be a real threat 
to the stability of the host country. These are often 
categorised under the economic effects of FDI. There are 
political effects as well, not indeed isolated from the 
economic effects. Sovereignty of host countries can be at 
stake in case of taking very protective policies. Instances are 
there that political government had been overthrown while 
taking nationalization policies for FDIs. The modern system 
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of FDI contributing to different political parties of host 
countries does have political implications as well. These are 
the political parties , having the potentials of making 
governments in future. The social issues are mainly 
concerned with the creation of enclaves and foreign elite in 
the host country, as well as the cultural effects on the local 
population (for example, customs and tastes). Naturally, 
social issues are more likely to arise when there are 
significant economic, social, and cultural differences between 
the investing and host countries. 
The economic effects of FDI can be classified into macro 
effects and micro effects. The usual convention in analyzing 
the macro effects of FDI is to treat it as a rise in foreign 
borrowing if there is unemployment and capital shortage (as 
it is typically the case in developing countries) such 
borrowing leads to a rise in output and income in the host 
country. FDI will, under these conditions, have a beneficial 
effect on the balance of payments but an indeterminate effect 
on the terms of trade (depending on whether the impact of 
increased output falls on import substitutes or exports). 
The micro effects of FDI pertain to structural changes in 
the economic and industrial organization. For example, an 
important issue is whether FDI is conducive to the creation 
of a more competitive environment or conversely to a 
Introductory Background and 
Theoretical Approach to Study 
worsening of the monopolistic and/or oligopolistic elements 
in the host economy. In general, the micro effects pertain to 
individual firms and individual industries, particularly those 
that are closely exposed to and associated with FDI. 
We will now discuss the economic effects of FDI in turn. 
Just like the theories of FDI, there is significant over lapping 
in the discussion of these effects. For example, the provision 
of capital, as performed by FDI, overlaps significantly with 
the effect on the balance of payments and the effect on 
output. Moreover, technology is believed to be the main 
conduit of the effect of FDI on growth and productivity, and 
yet we will examine the effects of FDI on growth, 
productivity and technology separately. 
Over the post war period, the activities of Multinational 
Enterprises (MNEs) have been witnessed to have grown at a 
phenomenal rate. The Multinational Enterprises perform 
their business activities through direct investment including 
Foreign Direct Investments (FDI), Technology Transfer, 
Mergers and Acquisitions, Collaborations, Joint Ventures, 
100% subsidiaries and Marketing of Financial Services. 
However, their main instrumentality of business is primarily 
through Foreign Direct Investment (FDI). The significance of 
FDI in the world economy is much less controversial than it's 
influence on economic growth, although an overwhelming 
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majority of country's economic now explicitly regard FDI as 
an integral and crucial part of their growth strategy. 
Since economic liberalization in the 90's, the role of 
Foreign Direct Investment (FDI) in the growth and 
development of the developing economies is ever greater and 
significant. The birth of WTO in Jan. 1995 replacing GATT 
has further given boost to these economies to go in a long 
way for more Foreign Direct Investments (FDIs) in a varieties 
of arrangement viz.. Joint ventures. 100% subsidiaries, 
technological collaborations etc. 
3. Effects of FDI - An Assessment of Theories and 
Approaches 
A large number of studies have been made to analyse 
the determinants and effects of foreign investments. In an 
early study, Agrawal (1980) evaluated the different aspects of 
theories of foreign direct investment under perfect market 
conditions. The study focused on differential rates of return, 
portfolio diversification, and market size. The similar kind of 
discussion has also been organised in other alternative ways. 
For example, Boddewyn (1985)i grouped the theories 
according to whether they refer to conditions, motivations or 
precipitating circumstances for FDI. Kojima and Ozawa 
(1984)2 distinguished between micro and macro models of 
FDI. 
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a) Theories under Perfect Market Condit ions and 
Foreign Direct Investment 
According to the differential rate of return approach, 
FDI is the result of capital flowing from the countries which 
are having low rates of return to the countries having higher 
returns. The evaluation of investment decisions is done by 
comparing the marginal returns with the marginal cost of 
capital. If expected marginal returns are higher in other 
countries than that of at home, the investment decisions will 
be in favour of other countries rather than for home country 
assuming that the marginal cost of capital is the same for 
both types of investments. In the late 1950's, this theory 
gained popularity when the FDI in manufacturing sectors 
from USA increased sharply in Europe. At the time, after tax 
rates of return of US subsidiaries in manufacturing were 
above the rates of return on US domestic manufacturing. 
However, this relationship did not last long. During the 
1960s, US FDI in Europe continued to rise, when the rates of 
return were high in domestic manufacturing.^ 
Several empirical tests were conducted to know the 
validity of this hypothesis. Some authors even tried to find a 
positive relationship between the ratios a firm's foreign 
direct investment to its domestic investment and the ratio of 
its foreign profits to its domestic profits. Others tried to 
relate foreign direct investment and the rate of foreign 
8 
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profits usually allowing for a certain time lag. Another 
approach was to examine the relationship between relative 
rates of return in several countries and the allocation of 
foreign direct investment in these countries.^ 
Agrawal ( 1 9 8 0 ) 5 argued on the validity of these 
empirical studies as that did not provide strong supportive 
evidence mainly due to difficulties in measuring expected 
profits. In most cases reported profits were used to represent 
expected profits. However, reported profits may differ from 
expected profits. Besides, it does not explain some aspects of 
foreign direct investment. Since this theory argues that 
capital flows from countries with low rates of return to 
counties with high rates of return, which assumes implicitly 
that there is a single rate of return within a country. 
Therefore, the theory fails to explain why there are some 
countries experiencing simultaneous inflows and outflows of 
foreign direct investments. Hence, the theory of differential 
rates of return fails to explain the determinants of foreign 
direct investment flows. 
M 
The theory of Portfolio Diversification provides a useful 
foundation of explaining the nature and causes of FDl flows. 
The role of risk in choosing among the various available 
projects should also be taken under consideration. FDI 
decisions are guided by assessment of expected returns and 
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risk diversification. FDI across countries take place due to 
the goals of risk-diversification. This follows the theory of 
portfolio diversification of not putting all the eggs in the 
same basket. It has been seen empirically that some of the 
highly profitable MNCs concentrates in few regions rather 
than going for wider diversification. This contradicts the 
theory of diversification. The theory, however, is an 
improvement over the differential rates of return theory 
because of the inclusion of risk factor. Of course, an 
individual investor can reduce risk even by means of making 
his own portfolio diversified rather than the firm itself goes 
for diversification. This can be done very easily through a 
diversified portfolio at a stock market. The other point that 
remains unexplained by the theory of portfolio 
diversifica tion is that it does not explain about the 
concentration of foreign direct investment in some industries 
than in others. ' 
Two other approaches worth reporting relate to foreign 
direct investment to measure output of the multinational 
firms in the host country. The output approach considers the 
relevant variable to the output (Sales), while the market size 
approach uses the host country's GNP or GDP which can be 
considered as proxy for potential sales. The relevance of 
output for foreign direct investment can be derived from the 
neo-classical model of domestic investment theory whereas 
10 
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the relevance of host country's market size has generally 
been postulated rather than derived from a theoretical 
model. Despite lack of explicit empirical backing, the market 
size model has been very popular, and a variable 
representing the size of host country appears in a large 
number of empirical papers. 
b) Theories under Imperfect Market Conditions: 
Hymer (1976)9 observed the existence of imperfections 
of market that FDIs are in. He advocated that the very 
existence of multinational firms depends on market 
imperfections. There are two important types of market 
imperfections, namely structural imperfections and 
transaction cost imperfections. Structural imperfections help 
the multinational firm in increasing its market strength 
through economies of scale, advantages of knowledge, 
distribution network, product diversification and credit 
advantages. Transaction cost, on the other hand, makes it 
profitable for the multinational firm to substitute on internal 
"market" for external transactions. The study on structural 
imperfections led to the industrial organization theory of 
foreign direct investment, whereas the study on transaction 
costs gave rise to the internalization theory of foreign direct 
investmentio. The industrial organization theory argues that 
a multinational firm faces a number of disadvantages in the 
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case of competition with domestic. These difficulties include 
the difficulties of managing operations, dealing with 
different cultures, legal systems, languages, customer 
preferences, technological standards etc. Despite these 
disadvantages, a multinational firm enjoys some firm specific 
advantages with respect to domestic firms. The merits of 
multinational firms are their brand name, patent, protected 
superior technology, marketing a managerial skills, cheaper 
sources of financing, preferential access to markets, and 
economics of scale. However, it is observed that the 
industrial organization theory is not complete as it does not 
explain as to why the competition must take the form of 
foreign direct investment. 
The Internalization hypothesisii explains the existence 
of foreign direct investment as a result of firms replacing 
market transaction with formal transactions. This is a way of 
avoiding market imperfection for intermediate inputs. 
Modern business follows many activities in addition to the 
daily activities of producing goods and services. Other 
activities include marketing. Research and Development and 
training of labour which are related with the flows of 
intermediate products, mostly in the form of knowledge and 
expertise. However, market imperfections make it difficult to 
price some types of intermediate products^^. The main 
characteristics of this hypothesis is treating markets on the 
12 
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one hand, and firms on the other, as alternative modes of 
organizing production. The internalization of markets 
beyond national boundaries leads to the formation of 
multinational firms which results in foreign direct 
investment. This process continues till the equalization of 
costs and benefit from internalization. According to Agrawal 
(1980)13, the benefits include avoidance of time lags, 
bargaining and buyers uncertainty, minimization of the 
impact of government intervention through transfer pricing 
and the ability to use discriminatory pricing. 
The internalization theory is termed as the general 
theory of foreign direct investment. In this respect, Rugman 
(1980)14 opines that most of the hypotheses for foreign direct 
investment, are the particular cases of the internalization 
theory. The theories of imperfect conditions are attributed to 
three basic elements viz. industrialization in a country, 
internalization in a country and presence of location factor. 
The central theme of this approach is that FDIs would be 
attracted by favourable supply conditions which have their 
origin in those factors underlying industrialization, 
internalization and location. It does not call into question the 
demand conditions for an integrated plan of FDIs. 
Dunning (1977, 1979, 1988)i5 introduced the Eclectic 
Theory of foreign direct investment. He combined, in fact. 
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three theories of foreign direct investment, namely, the 
industrial organization theory, the internalization theory and 
the location theory. According to him, three conditions must 
be satisfied if a firm wants to be a multinational firm. First, 
the firm must have some ownership advantages with respect 
to other firms. Secondly it must be more advantageous for 
the firm to use these advantages rather than to sell or lease 
them to other firms. Thirdly, it must be more beneficial to 
use these advantages with some inputs located abroad. It also 
postulates that advantages of this theory are not likely to be 
uniform since all countries, industries, enterprises and are 
likely to change over time. However, the Eclectic theory does 
not consider the risks associated with the trade groupings, 
floating exchange rate and the super structure of global 
credit system.^^ 
Vernon (1966)i7introduced the product cycle theory to 
explain the nature and causes of FDI. According to the 
theory, direct foreign investment is a natural and climatic 
stage in the life cycle of a new product introduced to the 
market by oligopolistic firms. The product first appears as 
innovations and ultimately become completely standardized. 
Innovation can be a result of reacting with more intense 
competition or can be an outcome of exploiting new profit 
opportunity. Vernon'si^ theory viewed "direct foreign 
investment as diffusive mechanism or solution to the 
14 
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problem of intensifying competition in both home and 
abroad. The most suitable example illustrating the Vernon's 
theory is the manufacturing of electronics. 
The discussion above deals with some important 
theories related to the nature and causes of FDl flows in the 
world. No attempt has been made to concentrate the nature 
of FDI flows in India that the following discussion aims to 
concentrate on. 
4. Importance of FDI for Growth and Development in 
India 
Development of Indian economy in relation to foreign 
investment can be summarised under three chronological 
phases. 
Just after the independence in 1947 it was realized that 
the economy was in a bad shape and was in need of huge 
reconstruction. There was shortage of capital, productive 
facilities, manpower and entrepreneurs. The infrastructure 
the country inherited was not congenial for production. The 
technological know-how was indeed poor. Policy makers at 
that time realized the importance of foreign capital and 
technology to cater the needs. The political leadership of 
"Sawadeshi" at that time was rather sceptic due to the adverse 
experiences of British regime. They bypassed the real need 
of foreign capital and technology in the forms of restrictive 
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policies. Of course, it provided the country with a 
foundation of local technology in the manual form backed by 
low capital. That created enough employment opportunities 
for the poor economy of India. However, compared to the 
global development of technology, the endogenous 
technology lacked efficiency. By 1950s the policy makers 
realized the importance of foreign capital and technology in 
the economy. The First Five Year Plan introduced at least the 
agricultural sector to allow foreign investment. During 1960s 
and 1970s there were a number of collaboration with USSR 
particularly in the power, petroleum, coal mining, steel and 
iron sectors. However, the country was yet to accept the 
investment of capitalist countries in view of exploitation. 
The government of Rajiv Gandhi made the economy 
more liberalized by allowing a number of sectors including 
telecommunication, infrastructure, and banking and 
information technology open for foreign investments. The 
scaredness of capitalist country was gone. There were 
instances of foreign direct investment of multinational firms 
of capitalist countries. It was observed that the initial 
experiences were not bad as the locally protected firms 
availed the opportunity of becoming more competitive at the 
global standards. 
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The globalization gave an impetus to open-up the 
economy for foreign investment. It was realized that the local 
industries needed no more protection. They should compete 
along with the foreign firms. Foreign capital and technology 
was realized of an urgent need for the development of the 
economy in the line of globalization. Consequently, in 1991 
the government of India introduced an all-out policy of 
economic liberalization. Most of the sectors were allowed for 
foreign investment except very few like defence and strategic 
sectors. The emergence of the World Trade Organization 
(WTO) made that a kind of obligation. The commitment of 
the country with the WTO and the IMF made official 
withdrawals of all restrictive policies in favour of investment 
climate of global standards. India is now committed to 
provide one of the best investment opportunities for FDI. 
Flows of FDI have duly observed the influx. Within a span of 
ten years period FDI in India has increased by 35 times from 
1991 to 2003. India now aims at attracting 10 billion US dollar 
per year that is around 20 percent of the total FDI in the 
world. Except that of defence and strategic sectors all the 
sectors of the economy are now ready for FDI. The statistics 
are enough to signify the role of FDI in the growth and 
development of Indian economy. The former view of self-
sustained India is now just a myth. 
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The automobile industry of India has also observed a 
transition during the period. The technology of the sector 
observed a tremendous development and the quality of 
output promoted remarkably. The sector now contributes a 
sizable figure to the export of India. This indicates the 
intensity of technological promotion. FDI flows in the sector 
have increased significantly. It may be argued that the 
development of automobile industry in India is an outcome 
of the free flow of FDI in the sector. 
5. Conclusion 
From the foregoing discussion it can be deduced that 
the foreign investment plays pivotal role in the transfer of 
financial capital, technology and other skills like managerial, 
marketing and accounting expertise and practices. This 
relates to costs and benefits for the countries involved both 
the investing country (the source of the investment) and the 
host country (the recipient of the investment). Considerable 
efforts have been made to assess as what costs are borne and 
what benefits are enjoyed by the two countries. There is even 
a fundamental disagreement on what constitutes the costs 
and benefits of FDI from the perspectives of the two 
countries. This disagreement is indicated by the big gap 
between those holding pro-globalization or free-market 
views and those with anti-globalization or anti-market views. 
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Moreover, sharing the gains of welfare between the host 
country and the guest country depends not only on given 
market scenario but also on the relative strength of the two 
countries in bargaining over the terms and conditions 
governing a particular FDI project. It is not necessarily an 
optimal market condition that one country's gain must be 
accompanied by the other country's loss. 
A theoretical review on FDI has revealed that the 
different theories have led emphasis on varied micro and 
macro factors, which as a result influences the foreign 
investment in an economy. It is therefore inappropriate to 
asses the role of FDI through the application of single theory, 
what is needed in the present globalising economy of the 
world is to blend and combine the indigenous and exogenous 
factors impinging upon the decision for inviting foreign 
investment in an economy. In this study no specific theory 
has been adopted to critically examine the role of FDI. The 
study has premised on the gains of FDI through combination 
of theories on FDI on case to case basis. 
In the succeeding chapter an attempt is made to review 
the literature on the subject matter of FDI in different sectors 
of the economy with special reference to automobile sector. 
The study has further presented the statement of the 
problem, issues, objectives scope and scheme of 
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chaperisation. Research design and methodology has been 
suitably carved out keeping in mind the hypothesis 
formulated to critically examine the role of FDI in promotion 
of automobile industry of India. 
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Chapter - 2 
Review of Literature and Research 
Design of the Study 
1. Introduction 
India resorted to liberalization regime by opening the 
economy for foreign investment passing way for unhindered 
inflow of FDI. During the post NIP period different issues 
have copped up as regards to inflow of FDI in India. 
The vicious circle of Indian poverty is largely attributed 
to a constrained capital formation backed by technological 
backwardness. Foreign Direct Investment (FDI) in automobile 
industries appears to be very crucial to get rid of the vicious 
circle of poverty. Such a realization holds the basis of 
economic liberalization and aims at global competitiveness 
through a liberalized form of foreign investments. In view of 
technological backwardness and institutional rigidities, 
automobile industries in India are particularly potential to be 
the beneficiary of economic liberalization through FDI. 
However, this is the optimistic part of the consequences. 
There is a pessimistic part not ignoble either. Economists 
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quite often belong to either of tents leaving very few in 
between. 
The pessimistic group, led by international economist 
Charles Kindleberger (1992)i viewed FDI as a source of 
exploitation of the host countries by multinationals. Such 
exploitation ranges from inappropriate technology, labour 
exploitation, transfer-pricing etc. to high repatriation and 
economic exploitation. The optimistic group, led by the 
famous development economist Michael Todaro (1999)2 
opines a careful scrutiny of the host country to ensure capital 
formation, technological development, employment 
generation and promotion of living standard. FDI in 
automobiles industries in India had not been apprised of 
these consequences that the present study aims to make. 
2. Emerging Issues and Statement of Problem 
The first question arises as to which form of the FDI 
flowing into India? 
1. 
ii. Does national interest lie in the economic gains from 
Foreign Direct Investment (FDI)? 
iii. The Foreign Direct Investment (FDI) can be judged by 
two ways: 
a. According to the host country and according to the 
investing country. For the host country the FDI helps in 
bringing the sophisticated technology in which 
developing country is lagging far behind. 
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b. The Foreign Direct Investment (FDI) increases the 
volume of foreign exchange which is beneficial for the 
host country. 
c. The Foreign Direct Investment (FDI) opens vistas for 
employment opportunities. 
d. The Foreign Direct Investment (FDI) provides thrust to 
take up high-tech projects, steady power supply, 
efficient telecommunication and improvement in other 
economic overheads. It can vouch safe favourable terms 
of trade in future also. 
iv. Another significant issue which has cropped up in the 
wake of inflow of Foreign Direct Investment (FDI) is the 
development of social sector. 
3J Review of Literature : 
J 
In the following paragraphs a review of literature on 
the role of MNCs is presented to streamline the scope and 
objectives of the present study. M. Lilkins^ (1970) in his book 
entitled "The Emergence of the Multinational Enterprise", 
has presented a wide ranging views on the development 
historical background of US based Multinational 
Corporations. Brooke, Michael Z. and Remmers, H. Lee 
(1970), in the book titled^ "The Strategy of Multinational 
Enterprises: Organization and Finance", have dealt with the 
organizational structure of MNCs and policies related to 
finance. Drysdale, Peter (1972)5 in an article entitled "Direct 
Foreign Investment in Asia and the Pacific", presents a blend 
of different aspects of foreign direct investment by MNCs in 
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Asia and the pacific. It examines growth and role of FDI in 
Asia. The author has explored the role of foreign capital in 
economic development. Manser, W.A.P. (1972)6 in an article 
on the "The Financial role of International Corporations", 
presents an exhaustive literature on the plight of pecuniary 
role played by the international corporations. It further deals 
with the process and progress of capital infusion by 
international corporations. Dymeza, William, A^ (1972) in his 
book gives a clear-cut view of the multinational corporation. 
In this study an emphasis has been given on how to develop 
integrated set of strategies. Reuber, grant L. 24 (1973)^ in an 
article on "Private Foreign Investment in Development", has 
manifested different dimensions of growth and prosperity of 
foreign investment and development led by these investment. 
Different problems that may impede process of investment 
have been briefly summarized. It is prolific study on 
development and foreign inves tment^ 
Singh, D.R. 25 (1974)9 presents an analysis of different 
policies adopted by the government of India to regulate 
foreign capital inflows. It presents a view of climate present 
in India and working performance of US subsidiaries. It 
further evaluates performance of US subsidiaries within the 
guidelines given by the government's investment policies. 
Backman, Jules and Block^o (1974) have evaluated the 
performance and accountability of Multinational 
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Corporations and the role of foreign firms in their investment 
in United States. M. Wilkins (1974)ii in his book entitled "The 
Maturing of Multinational Enterprise" has presented a 
detailed account as regards to the different phases of growth 
of multinational enterprises in United States. 
Ftemi, Nasrollah Sailpor, (1975)^2 h^ g book 
"Multinational Corporations", has made an analysis 
regarding domestic employment, technology, trade, tax, 
equity and balance of payments. The book also deals with the 
impact of these corporations on the host country's economy. 
R.J. Barnett and R.E. Muller (1975)i3 in his book on 
"Global Reach", has given an overview of different aspects 
related to Multinational Corporations. W. Vaupel and J.P. 
Curhan (1974)i4 in his book entitled "The World's 
Multinational Enterprises" have enlisted the leading 
multinational corporation of the world. The book has also 
highlighted their operational activities their significant 
strategies and issues.Barnet, Richard J. and Ronald E. Muller, 
(1975)15 in their treatise on "Global Reach: The Power of 
Multinational Corporations", have described as to how a 
handful of MNCs are controlling and dominating the world 
economy. The book also throws light on the different 
economic crises developed by MNCs in the host country. 
Flanagan, Robert J. Comp. (1974)^6 in a book entitled 
"Bargaining Without Boundaries: The Multinational 
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Corporations and International Labour Relations", presents a 
brief account of labour problems raised by multinational 
corporations. Boarman, Patric M. and Schollhammer, hans, 
(1975)17 in a focussed on the critical issues of foreign 
investment and covered the issues like conflict between 
governments and firms,, interaction between business and 
government in multinational operations, trade policies of the 
national and multinational business operations, developing 
countries and MNCs and suggested some policies for 
effective relationship between government and business. 
Turner, Lovis (1970)i9 deals with the problems raised by 
the multinational corporations in the host countries. Kapoor, 
Ashok and J.J. Boddewyn (1973)2i throw light on the 
interactions developed between enterprises and host country 
governments. It also deals with the nature, relations and 
negotiations with government and control of such relations. 
Sethi, S. Prakash and Holton, Richard H. 22 (1973) 
present a theoretical outline of multinational business 
operations and their policies. General management 
marketing, financial policies and accounting techniques have 
also been discussed in detail. Weston, J. Fred2o (1074) focuses 
on the various aspects of MNCs, such as, internal 
organization controlling mechanism, policies, regarding 
finance and economic policy of the government. Hershfield, 
David C. (1975)i8 has advocated creation of multinational 
29 
Reviexv of Literature And Research Design of the Study 
unions to handle the challenge and influence of MNCs 
related to labour activities. Radiance, Hugo^^ (1976) 
deals with the role of MNCs in world economy. The study 
also focuses on international flow of capital from the point of 
the host country and evaluates some conflicting issues 
related to technological dependence of the underdeveloped 
an developing nations. Raju, M., Prahalad, C (1980)24 
focuses on the emergence, growth and activities of Indian 
Multinational Corporations Operating in ASEAN Regions. 
Agrawal, J. (19850)5 outlines advantages and disadvantages 
of multinationals from the point third world countries with 
particular focus on India. John Martinusen (1988)26 in a 
thought provoking treatise examines various aspects of 
multinationals operating in a developing country. Effects of 
these companies on the economy of the host country have 
also been discussed with particular reference to the Indian 
position. The study also gives an account of the behaviour 
pattern of MNCs in India. A. V. Bereznii (1990)^7 gives a 
wide account of emergence of multinationals firms in LDCs. 
Contradictory role of the new multinationals in the 
development process has been critically examined. The 
treatise also highlights national and regional features and 
capital export c e n t r e s . ^ 
In the decades of 80s and 90s, a number of articles 
dealing with the different dimensions of MNCs operating in 
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India have appeared in reputed journals, periodical and 
business dailies. However, it is observed from the foregoing 
review of literature that there is no evidence of any research-
oriented study on the role of FDIs in India in Post-NEP 
period. 
The plethora of articles, research papers, government 
report such as SIA monthly News Letters, facts and figures of 
automobiles, reports of Automobile Manufacturers 
Associations, the reports of SIAM, CMIE, CII have 
comprehensibly dealt with the different phases and facets of 
automobile industry in India. 28 Although articles and write 
ups have been specially finding the place in the business 
dailies but they have been found lacking in dealing with the 
specific to FDI inflows in automobile industry of India. 
4. Research Gap 
Foreign investment has received considerable attention 
from academics with regard to its role and implications in 
India. Studies are also available on the FDI flows in different 
sectors like telecommunication, information technology, 
infrastructure, services. Fast Moving Consumer Goods 
(FMCG) and capital goods. Comparative studies for different 
regions are also available. However, there is no organised 
study on the FDI inflows in automobile industries in India. 
The industry has experienced considerable changes over last 
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few decades. Initially the sector was based on endogenous 
technology, then the technology experienced considerable 
changes in relation to opening the economy of India for 
foreign investments. During the last decade the sector has 
promoted by 35 times indicating a remarkable growth. 
Changes have also taken place in the aspect of technology. 
Such changes are attributed to the flows of FDI in India. The 
present study deals with automobile sector in relation to the 
FDI flows in the sector. The study is particularly concerned 
with the effects of FDI inflows in automobile industry in 
reference to the growth and development of the sector. 
5 J Scope of the Study: 
The role of Foreign Direct Investment (FDI) in an 
economy has often been charged with predatory practices. 
These include number of techniques, such as, reciprocity of 
agreement among different firms to share market, 
manipulation etc. So it is essential for emerging economies 
such as India to carry out such type of studies on the 
different aspects of inflow of foreign direct investment to see 
as to how the Indian economy is benefited. The study would 
mainly focus on the post-NEP inflows of Foreign Direct 
Investment (FDI) in automobile industry. 
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6. Object ives of the Study 
The study aims to assess the nature of the FDI flows in 
Indian automobile industries since the economic 
liberalization of 1991 and attempts to explore its effects on 
certain aspects of development. The specific objectives of the 
study are: 
a. to study the concept and applications of the Foreign 
Direct Investment (FDI) in developed and developing 
countries, 
b. To study the conceptual framework of the Foreign 
Direct Investment (FDI) in India, 
c. To examine the role of the Foreign Direct Investment 
(FDI) in the over all economic development of India, 
d. To analyse inflow of Foreign Direct Investment (FDI) in 
Indian automobile Industry since economic 
liberalization, and 
e. to proffer suggestions based on the problems analysed 
and the results obtained thereof. 
Hypotheses of the Study 
(i) The null hypothesis is that there is no relation in the 
growth of FDI in India and FDI in automobiles. The 
alternative hypothesis would suggest that growth of 
FDI in India is strongly related with the growth of FDI 
in automobile sector. 
ii) The null hypothesis assumes that there is no relation 
between FDI flows in automobile in India and 
development of automobile sector in India. Failing to 
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accept the null hypothesis will automatically lead to 
accept the alternative hypothesis suggesting that 
development of automobile sector in India is largely 
contingent upon the FDI flows in Indian automobiles. 
The specific hypotheses are as following: Investment in 
the auto-sector is functionally dependent on the FDI 
flows in the sector: 
a) FDI flows contribute the production of the sector in a 
functional manner. 
b) FDI flows in the sector plays a statistically 
significant role in the promotion of sales per 
company of the sector. 
c) Export of automobile sector is functionally 
dependent on the FDI flows in the sector. 
d) Profitability of the automobile sector is an outcome 
of the FDI flows in the sector. 
e) Concentration of FDI flows in the automobile sector 
is responsive to the profitability of the sector. 
f) Employment in the automobile sector is statistically 
dependent on the FDI flows in the sector. 
g) Investment in the auto-sector is functionally 
dependent on the FDI flows in the sector. 
t 
8. Sources of data 
The present study relies mainly on secondary data. The 
sources of secondary data are World Investment Report and 
World Development Report of United Nations, India 
Development Report, Indian Investment Centre (HC), 
Confederation of Indian Industries (CII), Secretariat of 
Industrial Approval (SIA) News Letters and different 
publications of different ministries like Ministry of Induatry, 
Commerce, Finance and periodicals and Journals of Reserve 
Bank of India (RBI). Articles published in the journals and 
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periodicals of national and International repute will be made 
good use of. In order to study the different facets of the 
Foreign Direct Investment (FDI) in AjjJbontobile Industry, 
Annual Reports of the selected automerbile companies is 
utilized. 
Span of Time of the Study 
The period of the study under consideration is from 
1991 to 20o2^The rationale behind the choice of the period is 
that FDI plays a pivotal role in Indian economy since the 
economic liberalization in 1991. The same is evidential from 
the fact that annual flows of FDI in India increased by 35 
times from 1991 to 2093-.'^ 
10. Statistical Tools 
The study frequently resorts to the statistical tools like 
Mean, Standard Deviation, Coefficient of Variance, Minimum 
and Maximum values of variables. Both correlation and 
regression techniques are used as well depending on the 
nature of relation between and among variables. The 
Classical Regression technique of Ordinary Least Square 
(OLS) Method is used for linear approximation of the 
relation. The time series analysis of regression equation takes 
the following form: 
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Y= a + bt 
Where, Y = is the estimated value of the concerned 
variable 
a= constant past of the variable 
b= annual change of the least square method 
t= year varying form 1991 to 2003 
The study will evoke a multi-variate regression 
comprising the lagged and time variables inconsideration as 
well. For the test of hypotheses the standard t test is done to 
find out whether the coefficients and intercepts are 
statistically significant or not at 5% level. The regression 
estimators are tested by F-test at 5% level. 
The regression of Ordinary Least Square Method will 
have a through use in the present study. Efforts is made to 
explore the relation between and among the FDI flows in 
automobile in India and other macro-economic variables like 
growth in industrial sectors of India. In most cases such 
regression is simple regression. A multiple regression may be 
warranted in case of cross sectional studies to identify the 
relative weights of different sources of FDI in automobiles in 
India. The goodness of fit has been hypothetical by above 
50%, as the rule in general R2 with higher values will indicate 
stronger dependence of dependent variables on the FDI flows 
in automobile in India. 
36 
Reviexv of Literature And Research Design of the Study 
11. Design of the Study 
> The study is divided into seven chapters. The first 
chapter deals with the introductory background and 
theoretical approach of the study. The second chapter is 
concerned with review of literature and methodological 
issues. The third chapter is devoted to economic 
liberalization and business policy environment for 
foreign investment in India. Chapter four focuses on the 
perspective on automobile industry in India since 
economic liberalization of 1991. Chapter five presents 
an appraisal of FDI in India since economic 
liberalization. Chapter Six presents a statistical analysis 
of test of hypotheses with regard to the role of FDI 
flows in the different variables of the automobile sector. 
Finally, chapter seven presents the conclusion of the 
study and makes some suggestions related to the issue 
of automobile sector and foreign direct investment in 
India. 
12. Utility and Just if icat ion of the Study 
The academic work in the form of the proposed study 
would, of course be an innovative contribution to the stock of 
knowledge of the major issues arising from New Economic 
Policy (NEP) vis-a-vis inflow of Foreign Direct Investment 
(FDI) within a logical framework to reach conclusions of 
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academic value, for the larger benefit of the academicians, 
planners and researchers alike. 
13. Conclusion 
The present chapter provided some review of literature 
and research design of the study. The methodological issues 
related to the source of data, rationality of the selection of 
time period, method of statistical interpretation are also 
presented. Both the general and specific hypotheses are also 
presented. The next chapter deals with the business 
environment that plays a vital role in the form of foreign 
direct investment in India and particularly in the automobile 
sector. 
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Chapter - 3 
Economic Liberalisation and Business 
Policy Environment for Foreign Direct 
Investment in Indian Automobile 
Industry 
1. Introduction 
The present chapter furnishes detailed accounts as 
regards the foreign direct investment policy packages from 
July 1991 onwards. An important feature of India's industry 
development since 1991 has been the unprecedented growth 
of foreign collaboration, the formal channel for foreign direct 
investment inflows and technology transfer into India from 
industrialized countries. Consequent upon the introduction 
of structural adjustment and economic reform programmes, 
there have been major changes in the country's economic 
policies that influence the shape and scope of the industrial 
investment, including foreign investment, in particular, the 
liberalization of the policies on foreign investment, foreign 
technology collaboration, foreign trade and foreign exchange 
constituting, what can be called, the business policy 
environment. A review of the prevailing policy environment 
is made here to provide the background, against which the 
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prevailing pattern and determinants of foreign investment 
inflows in automobile industry may be analysed. 
The subject matter incorporated in this chapter are a 
pertinent to those economic policy packages which are 
directly or indirectly related to foreign direct investment in 
general and automobile in particular. At the first instance, 
the chapter discusses the policies and procedures on the 
entry, operating environment and repatriation of foreign 
investment. The policy environment related to automobile 
industry is also threadbare examined since the study is 
specific to FDI in automobile. 
2. Policy Related to Foreign Collaboration 
The Industrial Policy Resolution of 1948 and 1956 are 
the main stay for the participation of foreign capital and 
enterprises particularly as regards industrials techniques and 
knowledge. This step was mainly taken for rapid 
industrialization of the country. As foreign investment was 
considered necessary, foreign investors were assured of non-
discriminatory treatment on par with domestic enterprises, 
facilities for repatriation of profit and capital, and 
compensation in the event of compulsory acquisition. 
However, it was provided that as a rule, the major interest in 
ownership and effective control would always be in Indian 
hands. This policy provided for long a regulatory framework 
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and a basis for the requirement of government's prior 
approval on a case-by-case basis for the entry of foreign 
investment and technology transfer into India.^ 
The Industrial Policy Statement of July 1991 is the hall 
mark in the economic history of the country that "foreign 
investment and technology collaboration was welcomed to 
obtain higher technology, to increase exports and to expand 
the production base" 2 In pursuit of this objective, the 
government decided to take initiatives of introducing 
changes in policies relating to foreign investment and foreign 
technology agreements. As a result, the industrial policy 
statement of 1991 heralded an 'open-door' policy on foreign 
investment. 
3. Policy Environment and Varied Phases 
The Indian policy on foreign collaboration and 
investment can be segregated into different phases like: 
(i) "Cautious welcome" policy until the mid/late sixties; 
(ii) "Selective and restrictive" policy from the mid/late 
sixties to the end of the seventies; 
(iii) "Partial liberalization" policy marked by selective 
relaxation of controls during the eighties; and 
(iv) "Liberalization and open-door" policy since 1991. 
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Each of the phases marks different degrees of 
freedom/regulation on the entry of foreign investment and 
foreign technology collaboration. Each policy swing in some 
sense reflected the government's particular types of 
responses to the foreign exchange crisis in the respective 
periods, though many factors may have been at work causing 
the policy swings. The point for emphasis is the undercurrent 
of balance-of-payments crisis in shaping the country's 
attitude and policy towards foreign investments.^ 
The initial caution on foreign investment began to loose 
its rigidity with the on-set of foreign exchange crisis of 1957-
58 and the government showed some softness in its stance 
towards foreign direct investment. Thus, in the second half 
of the "cautious welcome" policy phase there was a pick up 
in the number of foreign collaboration approvals.^ As the 
foreign exchange situation assumed crisis proportions in the 
late sixties and there were increased outflows on account of 
foreign collaborations, the government began to take a 
restrictive stance on foreign collaborations. In particular, the 
enactment of Foreign Exchange Regulation Act (FERA), 1973 
became the key to guiding and controlling FDI inflows. Thus, 
came into being the phase of tight regulation and selective 
policy in the seventies.^ A highly restrictive and selective 
policy implemented by an administrative system based on 
discretionary power prevailed throughout the seventies. 
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In the wake of the second oil crisis and India's failure 
to boost its manufactured exports, the foreign exchange 
position began to deteriorate by the early eighties. The 
government adopted a multi-pronged strategy for promotion 
of exports including encouraging TNCs to undertake export-
oriented manufacturing. The eighties thus witnessed 
selective efforts to attract FDI especially, in high technology 
areas and exports. Many restriction on large houses and 
FERA companies were removed signalling a less restrictive 
policy environment for private investment including, foreign 
investment. The eighties was in a way the forerunner of the 
liberalization policy of the nineties.^ 
As the economy slipped into serious external crisis at 
the beginning of the nineties, the response of the government 
was to go in for a comprehensive macro-economic and 
structural adjustment with economic reforms and 
globalization as key elements since July 1991. This phase in 
India's foreign collaboration policy is characterized by 
transparency and 'openness' and is intended to seek 
increased foreign direct investment.^ The degree of openness 
is seen in terms of the entry policy on (1) sectors open to FDI, 
(2) \eve\ oi ioxeign equity paxticipatioxi, and (3) transparency 
in approval procedures. 
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4. Sectoral Foreign Direct Investment Policy:^ 
Foreign Direct Investment in India is allowed on 
automatic route in almost all sectors except: 
> Proposals that require an industrial licence and 
cases where foreign investment is more than 24% 
in the equity capital of units manufacturing items 
reserved for the small scale industries. 
> Proposals in which the foreign collaborator has a 
previous venture/tie-up in India. 
> Proposals relating to acquisition of shares in an 
existing Indian company in favour of a 
Foreign/Non-Resident Indian (NRI)/Overseas 
Corporate Body (OCB) investor; and 
> Proposals falling outside notified sectoral 
policy/caps or under sectors in which FDI is not 
permitted and/or whenever any investor chooses 
to make an application to the Foreign Investment 
Promotion Board and not to avail of the automatic 
route. 
To further leverage the process of inflow of FDI a 
steering committee was set up by the planning 
commission which submitted its report in August 2001. 
Some of the major recommendations of the steering 
committee are: ^  
> The enactment of a foreign investment Promotion 
Law incorporating and integrating relevant 
aspects for promoting FDI. 
> To request the states to enact a special investment 
law relating to infrastructure for expediting 
investment in the infrastructure sector. 
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> Empower the Foreign Investment Promotion Board 
(FIPB) for granting initial central level registration 
and approvals wherever possible for speeding up 
the implementation process. 
> Reduction of sectoral FDI caps to the minimum 
and elimination of entry barriers. Caps can be 
taken off for all manufacturing and mining 
activities(except defence), eliminated in 
advertising, private banks and real estate, hiked in 
telecom, civil aviation, broad casting, insurance 
and plantation(other than tea). 
> Overhauling the existing FDI strategy by shifting 
from a broader macro-emphasis to a targeted 
sector specific approach. 
> Informational aspects of the FDI strategy require 
refinement in the light of India's strengths and 
weaknesses as an investment destination and 
should use information technology and modern 
marketing techniques. 
> The Special Economic Zones (SEZs) should be 
developed as internationally competitive 
destinations for export oriented FDI, by 
simplifying laws, rules and procedures and 
reducing bureaucratic rig morale on the lines of 
china. 
> Domestic policy reforms in power, urban 
infrastructure and real estate, and de-control/de-
licensing should be expedited for attracting more 
FDI. 
The most striking feature of the present liberalization 
policy in India is the freedom provided toe the level of 
foreign equity participation. In the earlier policy phases, the 
attitude was quite rigid with respect to foreign equity 
ownership and control. It was insisted that FDI should be 
accompanied by technology transfer agreements. And, 
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foreign ownership exceeding 40 per cent of equity was 
granted only in exceptional cases. In striking contrast, under 
the liberalization policy it is not necessary that FDl is 
accompanied by foreign technology agreements. And FDI is 
given automatic approval up-to-51 per cent foreign equity in 
the listed priority industries (now numbering 35), which 
cover most manufacturing activities including software 
development and those related to hotel and tourism. Besides, 
there is no upper bound for foreign equity; even 100 per cent 
foreign equity in the power sector and wholly export-
oriented industries. Further, the government has presently a 
liberal approach towards non-resident Indians (NRIs) 
investment: NRIs are overseas corporate bodies (OCBs) can 
invest up to 100 per cent in high priority industries. Clearly, 
the change in the government's attitude is basic in the sense 
that FDI is also looked upon as a channel of financial 
resources for investment independent of foreign technology 
transfer, and foreign majority equity (and hence foreign 
control) is freely allowed to attract FDI inflows into priority 
industries.10 
To put the Indian policy in a comparative perspective, 
it must be noted that in China foreign majority ownership is 
decided on case-by-case basis with 100 per cent foreign 
ownership permitted in export-oriented and high-technology 
industries. In Malaysia foreign ownership is permitted in 
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export-oriented and high-technology industries, through the 
guidelines in this regard are flexible. In Indonesia, a 
minimum 20 per cent local participation is insisted upon in 
all foreign investments with local equity holding being 
increased to 51 per cent within 20 years. In Thailand, foreign 
majority participation is prohibited in Category B (e.g. 
pharmaceutical products, trade, hotel etc.) and foreign direct 
investment (including foreign majority equity) can enter even 
without permit in Category C industries which include 
nearly all manufacturing activities. In South Korea, there is 
no restriction on foreign participation in equity capital with 
prior approval. 
Generally, a large number of Asian countries permit 
foreign majority ownership in manufacturing but limit 
foreign ownership to minority in service industries. Thus, 
India's policy compares perhaps better than those of her 
major manufacturing industries (including some service 
industries) foreign majority ownership is freely a l l o w e d . 
Most countries have an approval requirement for the 
entry of foreign direct investment. In India, one of the 
irritants in the earlier policy phases has been the 
cumbersome procedures involved in the implementation of 
the regulatory policy. Apart from the delays, the 
bureaucratic discretion has been in-built into the procedure 
of granting approval on a case-by-case basis. As compared to 
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the earlier policy phase, a distinctive feature of the 
liberalization policy phase is the simplification of 
procedures. 
In particular, there is the process of automatic 
approval of cases satisfying certain parameters, which are 
clearly laid down. Transparency is the hall mark of the 
automatic approval process. There are no bottlenecks of any 
kind. The automatic approval is available from the Reserve 
Bank of India within two weeks of application. In fact, 
India's automatic approval is the only one of its kind. South 
Korea is the only other country, where automatic approval 
system exists, though it is confined to minority interest 
under certain conditions. It must be noted that South Korea 
has a well-defined regulation governing foreign investment 
and its "negative list system" with prohibited and restricted 
sector, reflects the stability and transparency so important to 
an attractive FDI policy. 
In India, all cases other than those coming under the 
parameters of automatic approval require prior scrutiny, and 
clearance of the Government. Such proposals are cleared by 
Foreign Investment Promotion Board (FIPB) or the Secretariat 
for Industrial Approval (SIA) set up especially for speeding 
up the approval process. The procedures for prior clearance 
are also simplified and the time involved in the decision-
making is much shorter relative to the earlier period. It must 
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also be appreciated that the approval requirement in China is 
higher and more rigid than in India.^^ 
The following changes in the sectoral limit in FDI have 
been proposed by the steering committee and approved of by 
the parliament through recent budget proposal. 
Table-1 
Sectoral Limits on FDI (2003) 
S. No . S e c t o r E q u i t y L i m i t s E n t r y R o u t e C h a n g 
in 
conditi 
ns 
E x i s t i n g P r o p o s e d E x i s t i n g P r o p o s e d 
I . M a n u f a c t u r i n cr 1 
(i) D r u g s 
( r e c o m b i n a n 
t D N A ) 
100% 100% F I P B A u t o m a t i c 
( i i ) P e t r o l e u m 
R e f i n i n g -
PSU 
26% 100% F I P B A u t o m a t i c 
( i i i ) Oi l 
m a r k e t i n g 
74% 100% F I P B A u t o m a t i c -
( iv) SSI 24% 49% A u t o m a t i c A u t o m a t i c Export 
50%%-
>0% 
I I . M i n i n g & q u a r r y i n g 
(i) D i a m o n d , 
p r e c i o u s 
s t o n e s 
74% 100% A u t o m a t i c A u t o m a t i c 
( i i ) P e t r o 
E x p l o r e : 
s m a l l f i e l d , 
bid 
100% No 
c h a n g e 
F I P B A u t o m a t i c 
( i i i ) P e t r o 
E x p l o r e : Un 
i n c o r p JV 
60% 100% F I P B A u t o m a t i c 
( iv) P e t r o 
E x p l o r e : 
I n c o r p JV 
51% 100% F I P B A u t o m a t i c 
I I I C o a l & 50% 100% A u t o m a t i c A u t o m a t i c -
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l i g n i t e 
P o w e r user 100% F I P B A u t o m a t i c -
other User 74% F I P B A u t o m a t i c -
(i) C o a l 
W a s h e r y 
50% 100% A u t o m a t i c A u t o m a t i c -
IV. I n f r a s t r u c t u r e S e r v i c e 
(i) 
V 
A i r p o r t s 74% 100% A u t o m a t i c A u t o m a t i c -
100% F I P B A u t o m a t i c -
( i i ) -Civi l 
a v i a t i o n 
40% 49% FIPB A u t o m a t i c Incid 
Foreig 
a i r l ine 
( i i i ) T e l e c o m - - - - -
a B a s i c & 
M o b i l e 
49% 74% F I P B No c h a n g e -
b T o t a l 
B a n d w i d t h 
74% 100% F I P B A u t o m a t i c -
c G a t e w a y 74% 100% F I P B A u t o m a t i c -
d Pipel ine- .Oil 
& G a s 
51% 100% FIPB A u t o m a t i c -
V F i n a n c i a l S e r v i c e s 
(i) B a n k i n g 
( p r i v a t e ) 
49% 100% A u t o m a t i c No c h a n g e -
( i i ) I n v e s t i n g 
c o m p a n i e s 
49% 100% F I P B A u t o m a t i c -
VI K n o w l e d g e s e r v i c e s 
(i) I n f o r m a t i o n 
T e c h 
- - - - -
a ISP 100% No 
c h a n g e 
F I P B A u t o m a t i c -
b E - m a i l , 
V o i c e m a i l 
100% No 
c h a n g e 
F I P B A u t o m a t i c -
c R a d i o 
p a g i n g 
74% 100% F I P B A u t o m a t i c -
( i i ) B r o a d c a s t i n g 
- D T H , K U 
20% 49% F I P B No c h a n g e Removf 
sub-
l imits 
(FDI, Fll 
a. Up l i n k i n g 49% N o n 
c h a n g e 
F I P B No c h a n g e -
VII O t h e r S e r v i c e s 
(i) A d v e r t i s i n g 74% 100% F I P B No c h a n g e -
(ii) T r a d i n g 
( e x p o r t , S S I ) 
51% 100% F I P B - -
100% - F I P B A u t o m a t i c -
( i i i ) C o u r i e r 100% No F I P B , . ^ -
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s e r v i c e c h a n g e 
V I I I C u r r e n t l y B a n n e d S e c t o r s 
( i) P l a n t a t i o n s 
( o t h e r ) 
0% 4 9 % - FIPB -
( i i ) R e a l e s t a t e . - - - - -
a C o m p l e x e s 
(al l 
c a t e g o r i e s ) 
0% 1 0 0 % A u t o m a t i c 
b . I n d i v i d u a l 
h o u s e / b l d i n 
g / s h e d 
0% 1 0 0 % F I P B 
Source: R e p o r t of the S t e e r i n g G r o u p on F o r e i g n D i r e c t I n v e s t m e n t , 
P l a n n i n g C o m m i s s i o n G o v e r n m e n t of I n d i a , N e w Delh i , A c a d e m i c 
F o u n d a t i o n , 2002 pp. 1 6 - 1 9 
5. Operating Business Environment and FDI 
Operating business environment for FDI are related to 
policies and practices regarding industrial investment, 
foreign trade, foreign trade, foreign exchange, protection of 
property and other basic rights, investment incentives . 
There is an industrial licensing requirement, 
understood in its simple sense of registration, in almost all 
Asian countries. In India, however, industrial licensing has 
been a policy tool to regulate the development of industries 
for meeting the goals of national growth along with some 
social objectives as desired by the government. Under the 
industries Development & Regulation Act of 1951, enacted 
for implementation of the industrial policy and programmes, 
no entity other than the Central Government can establish, a 
new industrial undertaking or produce new article, or 
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expand the existing capacity, or carry on business or change 
location except under and in accordance with a licence issued 
on that behalf by the Central Government. Along with the 
industrial licensing the entrepreneur has to meet with 
regulations on a number of related issued (e.g. capital issues, 
import of capital goods and technology etc.) and obtain 
various 'permists' to operate industrial projects. The 
licensing system, euphemistically called the "lenience raj", 
has been a major impediment to industrial investment 
(including foreign investment) and growth. In particular, the 
licensing and other regulatory rules had consequential effects 
in terms of sub-optimal capacities, dis-advantageous 
locations, backward technologies, high cost of production, 
low levels of quality, and lack of competition. Therefore, the 
system has been put to several modifications including 
breadless and less inhibitive to industrial growth and 
competitiveness. 
The industrial policy statement of 1991 has made a 
major departure from the past by doing away with industrial 
licensing for all industries except a few specified industries. 
The limitations on big business-houses and FERA 
companies on their diversification and expansion have also 
been removed. In particular, the restrictive clauses of the 
FERA, which used to hinder the establishment and expansion 
of foreign companies, have been removed. Similarly, the 
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ongoing liberalization process has streamlined the 
Monopolies and Restrictive Trade Practices (Prevention) Act 
(MRTP), which had earlier created a host of administrative 
hassles and curbed the expansion and consolidation of large 
business houses-both Indian and foreign. Besides, many 
reform measures such as the withdrawal of the condition of 
phased manufacturing programme (local content stipulation) 
and removal of restrictions on large business houses and 
foreign firms to become partners in small scale enterprises 
have all enlarged the scope of FDI in Indian industries. ^^  
Another critical element in the operating environments 
is the foreign trade (import-export) policy. For a long time, 
India's Industrial strategy has rested on the protectionist 
policy implemented mainly through a system of import 
control and licensing in relation to foreign trade in capital 
goods and components, intermediates, raw materials and 
finished goods. The restrictive trade policy regime has been 
yet another subject of serious criticism and reviews by 
officials committee and individual studies. Therefore, 
government started relaxing import controls selectively in 
the eighties and took the process further in early 1990 by 
substantially freeing imports and exports horn discretionary 
controls. 
Thus the period since 1991 has been many trade policy 
changes. In particular, the Export-Import Policy (EXIM 
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policy) of 1992-93 to 2003-04, has helped to plug several 
lacunae in Indian foreign trade policies and procedures by 
eliminating to a substantial extent quantitative restrictions, 
licensing and discretionary controls. The changes include de-
licensing and substantial reduction of tariff categories, and 
permission to foreign companies engaged in manufacturing 
and trading activities to open branch offices in India. As a 
result, all goods can not be freely imported and exported 
except two negative lists. The change in the policy attitude 
reflects the government's commitment to the idea that 
foreign trade flourishes in an atmosphere of f r e e d o m . ^ ^ 
Another important element of the operating 
environment is the capital and credit market. The reforms in 
the capital market have gone a long way in removing the 
major constraints of the earlier period. The securities market 
operations are now guided by the autonomous Securities & 
Exchange Board of India (SEBI), which, however, is not a 
controlling authority. Under the guidelines of SEBI, 
companies have been given freedom to carry on their 
independent financial decisions without government 
approvals. Thus, companies have the freedom to decide the 
price of issues. Mergers, acquisitions and disinvestments of a 
part of the business are no longer subject to government 
approval. FII, NRI and other foreign entities have been 
allowed to make investment in the Indian securities market. 
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Indian companies have been allowed to raise funds from the 
international market. The capital market in India is moving 
towards a paperless share and trading system.^^ 
Some welcome changes in the monetary policy have 
helped improve the operational environment. The easing of 
Statutory Liquidity Ratio and Cash Reserve Ratio (SLR and 
CRR) limitations on the banks has increased the availability 
of commercial credit. There has been some deregulation of 
the administered structure of interest rates. The reduction in 
interest rates over the years has reduced the cost of capital as 
the interest on term loans by financial institutions has also 
come down, through lending rates in India are still far higher 
than in most other Asian countries. 
There have been reforms in the fiscal policy as well. In 
particular, the fiscal policy is now characterized by product 
orientation and reduced excise and customs duties as 
compared to the earlier periods. For example, peak customs 
tariff rate has been scaled down to 50 per cent and in the case 
of capital goods it is only 25 per cent. For capital goods 
imports under the International Reimbursement Scheme, the 
tariff rate is still lower at 15 per cent.^^ 
Finally, there is the investment incentive programme, 
which renders the operating environment attractive to 
industrial investment in the country. In India various state 
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governments offer fiscal concessions and other incentives to 
attract entrepreneurs for location of their investment in the 
respective states. The type of enterprises and industrial 
sectors eligible for such investment incentives differ from 
state to state. Although there is no special treatment to 
foreign investment explicitly in terms of incentives, foreign 
investments are eligible for investment incentives open to the 
private sector. In fact, state governments are vying with each 
other in attracting large industrial and infrastructure 
investments into their respective states and foreign investors 
are better placed to avail of such incentives. The state 
governments' incentives apart, the central government has 
also investment incentive programme. 
Generally, the programme of investment incentives in 
India is comparable with China or Malaysia or Thailand in 
the sense that these incentives are selective and intended for 
encouraging exports or high technology development.^ There 
are, of-course, differences in specifics in as much as China 
treats capital gain as ordinary income or tax holidays from 
the year of profit-making rather than from the 
commencement of businessr In South Korea, tax reduction 
incentives are not of much significance. Indonesia does not 
offer any tax incentives. 
All considered, the operating environment prevailing 
now for foreign investment in India is generally conducive 
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except that some specifics like the capital gain tax or custom 
duty rates on imports perhaps require a closer examination if 
4-
there should be further policy reforms. 
It needs no emphasis that the rate of return on 
investment is a summary index of determinant of FDl inflows 
into particular country locationsr' Given the conditions of 
relatively free entry and conducive operating environment 
with a relatively favourable economic environment, 
understood in terms of market size, factor-price, and macro-
economic conditions, it is reasonable to assume that the rates 
of return should be relatively favourable for attracting FDI 
inflows into India as compared with most other Asian 
counties.^ Yet, there is the question of policy that has 
influence on the repatriable net return/ Here, a look at the 
Indian policies relating to taxation and repatriation of 
9 
investment income and capital becomes relevant/ 
6. Reforms in Industrial Sectors in India 
Industrial Sector was among the first sectors to be 
liberalized in India in a series of measures. ' Industrial 
licensing has been abolished except in a small number of 
sectors where it has been retained on strategic 
considerations. 
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7. Industrial Policy: 
The Government's liberalization and economic reforms 
programme was initiated in July 1991, under the new 
Industrial Policy Resolution^ The industrial policy reforms 
have substantially reduced the industrial licensing 
requirements, removed restrictions on expansion and 
facilitated easy access to foreign technology and foreign 
9 
direct investment." 
8. Foreign Exchange Management Act (FEMA)!^ 
The Parliament has enacted the Foreign Exchange 
Management Act, 1999 to replace the Foreign Exchange 
-s 
Regulation Act, 1973rThis Act came into force on the 1st day 
of June 2000.^ The object of the Act is to consolidate and 
amend the law relating to foreign exchange with the 
objective of facilitating external trade and payments and for 
promoting the orderly development and maintenance of 
foreign exchange market in India . ' 
This Act extends to the whole of India and will also 
apply to all branches, offices and agencies outside India 
owned or controlled by a person resident in India^ It will also 
be applicable to any contravention committed outside India 
by any person to whom this Act is applicable. ' 
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9. Taxation in India 
Since the onset of liberalization in the country, tax 
structure of the country is also being rationalized keeping in 
view the national priorities and practices followed in other 
countries' Foreign nationals working in India are generally 
taxed only on their Indian income? Income received from 
sources outside India is not taxable unless it is received in 
Indial The Indian tax laws provide for exemption of tax on 
certain kinds of income earned for services rendered in India! 
Further, foreign nationals have the option of being taxed 
under the tax treaties that India may have signed with their 
country of residence. 20 
Remuneration for work done in India is taxable irrespective 
of the place of receipt. Remuneration includes salaries and 
wages, pensions, fees, commissions, profits in lieu of or in 
addition to salary, advance salary and perquisites. Taxable 
payments include all allowances and tax equalisation 
payments unless specifically excluded. The stock options 
granted by the employer are taxable as capital gains at the 
time of sale of shares acquired due to exercise of options. 
10. Repatr iat ion of Earnings 
A foreign national may open bank accounts in India and 
receive funds from abroad. A foreign national is allowed to 
repatriate 75 percent of his net after-tax earnings after his 
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employment is approved by the government and the 
exchange control authorities. If employment is for a short 
duration, such approvals are not necessary, provided the 
amount of remittance is within approved limits. 
India is a signatory to the agreement concluding the 
Uruguay Round of GATT negotiations and establishing the 
World Trade Organisation (WTO).^This Agreement, inter-alia, 
contains an Agreement on Trade Related Aspects of 
Intellectual Property Rights (TRIPS), which came into force 
from 1st January 1995! It lays down minimum standards for 
protection and enforcement of Intellectual Property Rights in 
member countries, which are required to promote effective 
and adequate protection of Intellectual Property Rights with 
a view to reducing distortions and impediments to 
international trade. The obligations under the TRIPS 
Agreement relate to provision of minimum standards of 
protection within the member country's legal systems and 
practices. 
As regards the status of various Intellectual Property 
laws in India and standards in respect of various areas of 
intellectual property, a law on Trade Marks has been passed 
by Parliament and notified in the gazette on 30.12.1999. This 
law repeals and replaces the earlier Trade & Merchandise 
Act, 1958. A new law for the protection of Geographical 
Indications, viz., the Geographical Indications of Goods 
65 
Economic Lihralisation and Business Policy Environment for Foreign 
Investment in Indian Automobile Industry 
(Registration and the Protection) Act, 1999 has also been 
passed by the Parliament and notified on 30.12.1999. A law 
called the Designs Act, 2000 relating to Industrial Designs 
which repeals and replaces the earlier Designs Act, 1911 has 
also been passed by Parliament in its Budget Session, 2000. 
The Act has been brought into force from 11.05.2001. A Bill 
on Patents to amend the Patents Act, 1970 was introduced in 
Rajya Sabha on 20.12.1999 and the Bill was passed by 
Parliament on 14.05.2002. 21 
1 1 . Incentives offered by States 
India is a federal country consisting of States and Union 
Territories.' States are also partners in the economic reforms 
being undertaken in the country. Most of the States are 
making serious efforts for simplifying the rules and 
procedures for setting up and operating the industrial units. 
Single Window System is now in existence in most of the 
States for granting approval for setting up industrial units. 
Moreover, with a view to attract foreign investors in their 
states, many of them are offering incentive packages in the 
form of various tax concessions, capital and interest 
subsidies, reduced power tariff, etc.22 
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12. Foreign Investment Implementat ion Authority 
(FIIA) 
Government of India has set up Foreign Investment 
Implementation Authority (FIIA) to facilitate quick 
translation of Foreign Direct Investment (FDI) approvals into 
implementation by providing a pro-active one stop after care 
service to foreign investors, help them obtain necessary 
! 
approvals and by sorting their operational problems.' FIIA is 
assisted by Fast Track Committee (FTC), which have been 
established in 30 Ministries/Departments of Government of 
India for monitoring and resolution of difficulties for sector 
specific projects. 
13. Foreign Direct Investment and Automobile Sector 
in India 
The union heavy industry and public enterprises 
ministry has finally taken the step to draft a comprehensive 
automobile policy, compatible with the liberalised business 
environment, that will replace the existing one. The body has 
been made up of representatives from the ministries of 
industry, finance, surface transport, petroleum and natural 
gas, and environment and forests. It will also include the 
Director General of Foreign Trade and members of premier 
industrial associations such as the Society of Automobile 
Manufacturers (SIAM) and the Automobile Component 
Manufacturers'Association( ACM A). 
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The Minister for heavy industry, Manohar Joshi, convened 
a meeting to discuss the issues that need to be taken into 
account while preparing the auto policy. The participants, 
including senior officials of the concerned ministries and 
prominent members of the SIAM and the ACMA, to discuss 
the following issues:23 
> Setting a timetable to implement automobile emission 
norms; 
> Initiating government incentives for research and 
development; 
> Establishing norms for foreign direct investment; 
> Impact of importing second-hand vehicles; and 
> Globalisation of the industry. 
The automobile industry is a vitally important segment 
in a country's economy. In India it is the main constituent of 
the engineering sector, with a turnover of Rs 48,000 crores, 
with an investment of more than Rs 30,000 crores. It directly 
employs 4.5 lakhs of people and more than a crore of Indians 
are indirectly dependant on it for their l i v e l i h o o d . 2 4 
The Indian automobile industry has the potential to emerge 
as a globally competitive manufacturing base for compact, 
affordable cars and two wheelers for developing country 
markets. The auto components sector, too, has tremendous 
prospects. The government is all set to give the sector a 
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significant boost by encouraging investment and promoting 
research and development. 
14. Industry Emission Norms^s 
Keeping pace with the government, the industry 
players, too, are gung ho about taking major initiatives on 
the emission norms front. Representatives of the SIAM met 
Joshi to submit an "aggressive" schedule for implementation 
of emission norms in the future. 
With the rising levels of vehicular pollution in the 
metros and towns emerging as a source of serious concern 
among Indian citizens, the industry has decided to take a 
proactive approach in reducing the time gap between 
international and Indian emission standards, said the SIAM. 
The industry is committed to the task of collaborating 
with all players in the emission management chain, including 
the government, reiterated Venu Srinivasan, president, 
SIAM. 
He and his colleagues presented the following schedule 
in their presentation before the minister: 
For passenger cars the Euro III equivalent norms would 
be met by April 1, 2003, for new type approval and April 1, 
2004, for all production; this will be followed by Euro IV 
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equivalent norms by 2006 and 2007 respectively; 
> For commercial vehicles. Euro II equivalent norms will 
be implemented from April 1, 2002, for new type 
approval and April 1 2003, for all production; the SIAM 
is in favour of skipping the Euro III stage and going in 
directly for the implementation of Euro IV by 2007 for 
new type approval and 2008 for all production; 
> For the two and three wheeler segments, Stage I of 
Bharat 2000 norms (Ref., TRC Review March, 2000) -
seen as one of the most stringent set of standards in the 
world-are being implemented since April 1, 2005; for 
these vehicles, while the Stage II norms will be applied 
from April 1, 2000, the Stage III norms will only be 
implemented in 2009, after a technical feasibility review 
is conducted in 2005. 
The society is in favour of skipping the Euro III norms 
in the commercial vehicles segment not only to decrease the 
gap between the European and the Indian standards, but also 
because it believes that investing capital for a short period of 
time in this sector is not economically viable. The production 
level is too low to justify investment, said the SIAM. 
It also proposed that since Euro II norms for passenger 
cars have already been implemented in the National Capital 
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Territory, it would be prudent to extend this policy across 
the country within the next six months. 
15. Import of Foreign Cars and DGFT . 
The government has rationalised the import of 
passenger cars, jeeps and multi utility vehicles. It has 
allowed the facility to eight categories of individuals and 
corporate entities from April 1, 2000. 
A notification issued by the directorate general of 
foreign trade (DGFT) informs that no licence would be 
required to import the specified vehicles. However, the 
government will continue to impose full customs duty. 
Quantitative restrictions, too has been lifted only from 1 
April, 2001. 
Some of the categories included in the notification are 
the following: 26 
> Companies incorporated in India with foreign equity 
holding; 
> Branches/offices of foreign firms; 
> Legal heirs and successors of diseased relatives residing 
abroad; 
> Physically handicapped individuals; and 
> Resident Indians presented with a car as an award in any 
international event, match or competition. 
Important proposals contained the Union Budget for FY 
2003 is given below:^^ 
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> de-reservation from SSI sector of select auto 
components; 
> peak customs duty slashed from 35% to 30%; 
> no change in Excise duty structure on vehicles. Special 
Excise Duty (SED) of 16% retained on passenger cars, 
MUVs; 
> a Cenvat of 16% imposed on CNG and LPG conversion 
kits; 
> improvement of national highway under the ' Golden 
Quadrilateral Project' to be completed before schedule; 
and 
> more funds to be allocated for rural road projects. 
1 6 . F D I Auto Policy for 2002-03 
The Government of India announced a new auto policy 
in March 2002. The auto policy seeks to establish a globally 
competitive automotive industry in India and to double its 
contribution to the economy by 2010. Some salient features of 
the policy are given below: 
> 100% FDI allowed in the auto sector; 
> import tariff to be designed to give maximum fillip to 
manufacturing in the country, without giving undue 
protection; 
> anti-dumping duties to be put in place; 
> Production of small cars of length less than 380 cms to 
be encouraged with the aim of making India an Asian 
hub for export of small cars; 
> Fiscal incentives to be provided to MUV sector; and 
> Rebate in excise duties to be considered as incentive for 
expenditure on R&D 
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17. Conclusion 
In a nutshell, the sweeping changes introduced since 
1991 marked a radical departure from the past and reflect a 
positive approach towards foreign collaboration. The changes 
provide freedom to foreign investors to enter into Indian 
Industry. In terms of openness to FDI entry, the prevailing 
Indian Policy is not unfavourably placed in terms of 
competitiveness with other major FDI-receiving countries in 
Asia. 
The Government's liberalization and economic reforms 
programme was initiated in July 1991, under the new 
Industrial Policy Resolution. The industrial policy reforms 
have substantially reduced the industrial licensing 
requirements, removed restrictions on expansion and 
facilitated easy access to foreign technology and foreign 
direct investment. 
The automobile industry is a vitally important segment in 
a country's economy. In India it is the main constituent of 
the transport industry, with a turnover of Rs 48,000 crores, 
with an investment of more than Rs 30,000 crores. It directly 
employs 4.5 lakhs of people and more than a crore of Indians 
are indirectly dependant on it for their livelihood. 
The Indian automobile industry has the potential to 
emerge as a globally competitive manufacturing base for 
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compact, affordable cars and two wheelers for developing 
country markets. The auto components sector, too, has 
tremendous prospects. The government is all set to give the 
sector a significant boost by encouraging investment and 
promoting research and development. The Government of 
India announced a new auto policy in March 2002. The auto 
policy seeks to establish a globally competitive automotive 
industry in India and to double its contribution to the 
economy by 2010. 
The next chapter has dealt with the perspective study 
on the growth and development of automobile as well as 
autocomponents industries. A detailed account has been 
furnished in this chapter as regards the production, sales, 
investment, exports and employment trends in the 
automobile and auto- component industries since 
liberalisation of the economy. 
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1. Introduction 
A sound transportation system plays a pivotal role in 
the country's rapid economic and industrial development. 
The well-developed Indian automotive industry ably fulfils 
this catalytic role by producing a wide variety of vehicles: 
passenger cars, light, medium and heavy commercial 
vehicles, multi-utility vehicles such as jeeps, scooters, motor-
cycles, mopeds, three wheelers, tractors etc. Automobile 
industry has globally emerged as an important force in the 
economy. 
SECTION - A 
2. Historical Background of Automobile Industry of 
India 
Although the automotive industry in India is nearly six 
decades old, until 1982, only three manufacturers - M/s. 
Hindustan Motors, M/s. Premier Automobiles & M/s. 
Standard Motors dominated the motorcar sector. Owing to 
low volumes, it perpetuated obsolete technologies and was 
out of sync with the world industry. In 1982, Maruti Udyog 
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Limited (MUL) came up as a Government initiative in 
collaboration with Suzuki of Japan to establish volume 
production of contemporary models. After the lifting of 
licensing in 1993, 18 new ventures have come up of which 17 
are for manufacture of cars. The automotive industry 
comprising of the automobile and the auto component sectors 
has made great advances since delicensing and opening up of 
the sector to FDI in 1993.^ 
The history of automobile can be traced back to the 
invention of wheel. French Army Capitan Nicholas Cugnot^ 
invented the first self propelled 'Land Vehicle' in the year 
followed by Oliver Evans of Philadeljgihia^ who 
produced a mobile steam dre j^e in 1805. E_ugene Langen and 
N i k o l a u s ^ ^ j j ^ s t Otto in Europe^ in 1855 developed a 
combustion e n g i ^ almost after a span of five decades. In 
almost the same year a combustion engine was manufactured 
in America for lumbering, pumping, power generation and 
marine use. The application of internal combustion engine 
gradually drilled anidea that these engines could also be 
used for carriage purposes. This idea took a concrete shape 
in Europe where Gottleib Daimler manufactured the world's 
first Motor Cycle and Motor Boat in 1882.5 In the year 1885, 
Saw Karl Benz manufactured a gasoline engine vehicle. In 
1908, Henry Fonda^ introduced a motorized vehicle and an 
assembly line system was introduced for mass production in 
United States, the same pattern was followed by Britai^]. 
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Thus, after 1912 the internal combustion engine entirely 
superseded both steam and electric motors. By 1920's, 
automobile industry became an important industry of the 
western countries. In United States, it was ranked at the top 
among the manufacturing and service industries. 
The later part of the decade 1890's of 19th century 
witnessed motor car on the soil of India. The First World War 
(1912-17) and the Second World War gave impetus to the 
impast of motor cars mainly from European countries and 
American Company. The year 1928 was the red letter day in 
the history of India when GENERAL MOTORS INDIA LTD. 
in Mumbai was set up chiefly for the purpose of assembling 
trucks and cars from components and parts imported from 
(U.S.A.) in a Completely Knocked Down (C.K.D.) condition. 
In 1930-31, the FORM MOTOR COMPANY OF INDIA LTD. 
established its amalgamate units in Mumbai, Calcutta and 
Chennai.7 Then came the second World War in 1939. Motor 
trucks and freight automobiles were imported in sizeable 
quantities. 
Historically speaking the Indian automobile industry 
dates back to the year 1942 when the Hindustan Motors Ltd. 
(HML) was setup in Baroda^ with authorized capital of Rs. 20 
crores and paid up capital of Rs. 5 crores in collaboration 
with the BRITISH MOTOR CORP.9 In fact, the first partially 
manufactured car for (HML) saw Indian roads in 1 9 4 9 . B y 
the end of second World War, Mr. Shri Walchand Hirachand 
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came up with -an idea of setting up the car industry 
Hiranchand as PREMIER AUTOMOBILE LTD. (PAL) in 
collaboration with the CHRYSLER OF THE UNITED STATES 
in Mumbai with authorized Capital of Rs. 10 crores and 
issued capital of Rs. 2.5 crores. This car industry was 
established with the sole object of manufacturing complete 
cars in India. The two pioneer companies (HML) and (PAL) 
concerns undertook the assembly of (C.K.D.) motor vehicles 
simultaneously with manufacturing of vital automobile 
components. There were two other notable foreign firms 
which associated with Indian firms-Automobile Products of 
India Ltd. (APL) and Standard Motor Products Limited 
(SMPL) of India set up in Mumbai and Chennai 
respectively.il 
Only fifteen countries of the world had by that time 
undertaken manufacturing of automobile. During this period, 
the Automobile industry in India consisted of only importers 
and assemblers from foreign countries mainly United States, 
U.K. and others. 
The automobile industry in India had to undergo 
tremendous initial strains, stresses and all sorts of 
difficulties. (The manufacture of motor vehicles did not taken 
place in India uptill 1953.) After the approval from the 
government of India on the recommendations of Tariff 
Commission on the automobile industry, most of the 
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manufacturing automobile unit's started production in 1953-
54.12 
The first suggestion offered by the commission was that 
the automobile units which were merely assembling 
imported C.K.D. vehicles were to be given three years time 
period for terminating their activities. The commission 
further recommended that only those firms which intended 
to manufacture vehicles locally should be allowed to operate. 
Thus, the Indian government granted protection to the 
indigenous firms which had a programme of the progressive 
manufacture of automobiles in India. The number of firms to 
be given license was to equal with the level of demand. In 
1955 there were only seven licensed and approved 
automobile manufactures of four-wheeled automotive 
vehicles. 
3. Trends in Production of Automobile Industry 
It is discernible from table 1 that during 1991-2003, the 
production of automobile in India has been on the rise. In 
1991 the total number of automobile was 2037573 which 
slightly declined in 1992 but in 1993 again picked up 
registering a growth trend of 13 per cent. In 1994, the growth 
of automobile just doubled to record 27 per cent growth. 
However through out the period, there is a growth trend in 
automobile production except the year 1997. The continued 
economic reforms have largely contributed to the growth of 
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automobile industry in India. Category-wise production of 
automobile including M&HCVs, LCVs, Cars, Jeeps, two 
wheelers and three wheelers speaks volumes of growth in the 
overall industry (table 2) during the period under reference. 
However, it seen in the table that the cars, two wheelers and 
three wheelers have dominated the scene with ever 
increasing larger production. 
Government initiated pollution and safety checks by 
notifying emission and safety standards from the year 1992 
which were further tightened in April 1996 under the Motor 
Vehicle Act. Euro 1 emission norms have already been made 
applicable throughout the country and India is poised to 
induct Euro II norms across the country by April 2005. From 
that date 7 metropolitan cities are envisaged to switch over 
to Euro-Ill norms. To meet this emerging challenge of newer 
emission norms Indian automobile industry has already 
braced itself up with new investments and fresh 
technological inductions. A higher safety and emission 
standards regime require adequate infrastructure for testing 
and certification of products domestically produced and 
imported. Existing testing infrastructure in the country are 
limited and are grossly inadequate to meet the future and 
emerging requirement of the automotive industry. Therefore 
there is a need to upgrade and set up testing infrastructure in 
the country. The Government in close cooperation and 
coordination with the industry have initiated several steps 
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for upgrading the existing testing facilities and setting up of 
new testing infrastructure in the country. 
Table 1 
Trends of Production of Automobile Industry in India 
(1991-2003) 
Year Production 
(No) 
Percent Increase/ 
Decrease over the 
previous year 
1 9 9 1 2 0 3 7 5 7 3 -
1 9 9 2 1 8 6 3 7 1 3 - 8 . 5 3 2 7 
1 9 9 3 2 1 0 9 1 7 6 1 3 . 1 7 0 6 4 
1 9 9 4 2 6 7 6 9 5 7 2 6 . 9 1 9 5 6 
1 9 9 5 3 3 4 0 7 4 5 2 4 . 7 9 6 3 6 
1 9 9 6 3 9 4 9 5 9 1 1 8 . 2 2 4 8 6 
1 9 9 7 3 9 4 4 6 6 7 - 0 . 1 2 4 6 7 
1 9 9 8 4 1 3 3 5 8 2 4 . 7 8 9 1 2 4 
1 9 9 9 4 6 2 4 9 6 1 1 1 . 8 8 7 4 9 
2 0 0 0 4 9 6 0 6 6 6 7 . 2 5 8 5 4 8 
2 0 0 1 5 0 9 1 7 6 9 2 . 6 4 2 8 5 1 
2 0 0 2 5 2 7 8 7 6 9 3 . 6 7 2 5 9 4 
2 0 0 3 5 5 9 9 6 8 0 6 . 0 7 9 2 7 7 
Source : Complied from (ACMA) Automotive Industry of 
India "Facts & Figures, Neio Delhi, (various issues) 
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Table 2 
Category Wise Statement of Production of Automobile 
Industry in India 
(1991-2003) 
(In numbers) 
Category 
Year 
M&H 
CVs 
L C V s CARS Jeeps Two 
wheelers 
Three 
Wheelers 
1991 8 9 3 9 7 5 6 2 9 2 1 7 8 9 3 0 3 0 4 1 7 1 6 0 3 1 0 8 7 9 4 2 9 
1 9 9 2 7 7 9 4 7 5 0 1 4 8 1 5 3 8 6 7 3 8 2 0 2 1 4 7 7 2 1 7 6 6 3 3 2 
1993 6 0 8 0 8 6 2 6 7 2 1 9 9 5 7 1 4 6 1 7 9 1 6 6 0 1 0 2 79844 
1994 9 7 4 1 0 8 6 8 8 6 2 3 7 2 8 0 5 1 0 5 7 2 0 8 0 5 1 8 1 2 3 8 0 6 
1 9 9 5 1 2 4 1 7 0 1 1 3 0 7 7 3 2 9 8 7 9 6 6 6 5 2 2 5 5 1 1 6 6 155801 
1 9 9 6 1 4 5 0 9 1 1 3 8 0 8 4 3 9 6 4 5 6 7 8 2 8 5 2 9 7 8 9 7 5 2 1 2 7 0 0 
1 9 9 7 1 1 7 2 3 7 6 9 2 0 3 4 0 9 8 9 6 1 3 9 6 8 0 2 9 7 1 2 9 0 237361 
1 9 9 8 7 1 9 1 3 5 7 3 9 9 3 8 3 7 9 8 1 1 4 3 8 9 3 2 9 4 4 2 4 2 1 1 6 5 9 
1 9 9 9 1 1 1 5 8 4 5 7 3 6 2 5 3 0 0 2 4 1 1 6 5 3 2 3 5 9 8 8 5 5 2 1 0 6 0 4 
2000 9 2 4 8 2 6 3 3 0 7 5 1 4 1 8 5 1 2 7 6 1 4 3 9 4 2 6 5 7 2 2 0 4 2 1 
2001 1 1 2 3 5 4 6 7 5 0 8 5 2 4 5 8 6 1 3 5 4 6 7 4 0 2 1 3 1 2 2 3 0 5 4 2 
2 0 0 2 1 5 4 2 6 8 6 8 0 0 4 5 4 2 6 5 4 1 4 5 2 6 5 4 1 2 3 5 4 6 2 4 5 0 3 2 
2 0 0 3 1 6 4 5 8 9 6 9 3 5 6 5 8 6 7 8 1 1 5 4 2 6 4 4 3 5 6 1 4 2 2 6 8 5 4 8 
Source: Compiled from Profile of Indian Automobile Industry (Various 
Issues), Society of Indian Automobile Manufacturers (SIAM), Neio Delhi. 
Table 3 provides statistics with regard to production 
trends in Commercial vehicle during 1991-2003. Thirteen 
units have been lincesed to manufacture light, medium and 
heavy duty commercial vehicles with total licensed capacity 
of 3,13,000 nos. per annum Commercial vehicles are of 
payload of less than 1 tonne to 18 tonnes are of the following 
ranges. 
1. 310 kgs., i.e. the passenger carrying auto-rickshaws and 
freight carrying three-wheelers (delivery van/pick up 
van). 
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2. 1.6 tonnes i.e. the four wheeled light commercial 
vehicle (LCV), also including certain vehicles with 
higher payloads but less than 3 tonnes. 
3. 5 tonnes, i.e. the small truck or bus. 
4. 7.5 to 8.5 tonens, i.e. the most common truck and bus. 
5. Heavy duty vehicles with payload ranging upto 18 
tonnes. 
The commercial vehicles broadly fall under two 
categories, medium and heavy commercial vehicles (M & 
HCV), in the payload 8 tones (Gross Vehicle Weight GVW) 
and light commercial vehicles (LCV), in the layload 3.6 
tonnes segment. ^^  in 1953 the Tariff commission in its first 
report recommended that firms which have a manufacturing 
programe should be allowed to assemble vehicles in the 
c o u n t r y . A n d the second report was in (1956) which was 
also recommended by Tariff commission that the high 
priority should be accorded to the production of commercial 
vehicles rather than the passenger cars. There are two major 
producers for heavy commercial vehicles dominated by Telco 
(76 per cent market share) with capacity of 54480 units and 
established a new unit in pure and Ashok Leyland (24 per 
cent) with new unit in Hosur in Tamil Nadu.^^ 
Well entrenched in the market over the past four 
decades, the two majors have built up a virtually unshakable 
brand equity and a difficult-to-replicate network that poses 
enormous entry barriers for c o m p e t i t o r s . ^ ^ Between 1990-91 
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and 2002-2003 the production of medium and heavy 
commercial vehicles grew at a compounded annual growth 
rate of around 10 per cent. While the growth was as high as 
36 per cent in 1994-95, it was lower at 22 per cent in 1996-97 
to again pick up in 2003. Besides, the premium on HCVs is 
no longer there are the waiting period has declined, 
indicating to slackening of economic activity and tight money 
candidates. ^^  Telco has been promoting its (HCV) range 
fitted with latest technology, fuel efficient cumins engines 
both in the passenger and cargo segments. Ashok Leyland, 
for its part, has raised its market share in 2002-2003. The 
company has been investing and focussing on the Iveco of 
cargo vehicles which it hopes will become its mainstay in the 
years to come. 20 
The major players in LCVs are Telco, Ashok Leylan, 
Bajaj Tempo, Mahindra & Mahindra, Eicher Motors and 
Swaraj Mazda. The multiutility vehicles segment (Sumo, 
Tempo Trax, Commander Models), however, registered an 
impressive growth of about more than 70 per cent in 2003.^1 
The slowdown in LCVs is attributed to a sluggish economy, 
tight money conditions, downturn in the white goods sector 
and reduced Government spending. LCVs are mainly used 
for small unit loads for intercity and medium distance 
operations. They are also suitable for special applications as 
ambulances, city buses and soft drink c a r r i e r s . 2 2 
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Table 3 
Trends in Production of Commercial Vehicles 
(1991-2003) 
(Unit No. of Vehicles) 
Y e a r M e d i u m & H e a v y 
C o m m e r c i a l Vehicles 
Light 
Vehicles 
C o m m e r c i a l Total 
A b o v e 
3 
Tonnes 
% R i s e / D e c l i n e 
o v e r P r e v i o u s 
Y e a r 
U p t o 3 
Tonens 
% R i s e / d e c l i n e 
o v e r p r e v i o u s 
year 
1991 8 9 3 9 7 5 6 2 9 2 1 4 5 6 8 9 
1992 7 7 9 4 7 - 1 2 . 8 0 8 0 3 6 1 5 0 1 4 8 - 1 0 . 9 1 4 5 1 7 2 1 2 8 0 9 5 
1993 6 0 8 0 8 - 2 1 . 9 8 8 0 1 7 5 6 2 6 7 2 2 4 . 9 7 4 0 7 6 7 3 1 2 3 4 8 0 
1 9 9 4 9 7 4 1 0 6 0 . 1 9 2 7 3 7 8 8 6 8 8 6 3 8 . 6 3 6 0 7 3 5 3 1 8 4 2 9 6 
1 9 9 5 1 2 4 1 7 0 2 7 . 4 7 1 5 1 2 1 7 1 1 3 0 7 7 3 0 . 1 4 4 0 9 6 8 6 2 3 7 2 4 7 
1 9 9 6 1 4 5 0 9 1 1 6 . 8 4 8 6 7 5 2 1 3 8 0 8 4 2 2 . 1 1 5 0 1 8 9 7 2 8 3 1 7 5 
1 9 9 7 1 1 7 2 3 7 - 1 9 . 1 9 7 6 0 7 6 9 2 0 3 - 4 9 . 8 8 3 4 0 4 3 1 8 6 4 4 0 
1998 7 1 9 1 3 - 3 8 . 6 6 0 1 5 5 7 3 9 9 - 1 7 . 0 5 7 0 6 4 1 2 9 3 1 2 
1 9 9 9 1 1 1 5 8 4 5 5 . 1 6 5 2 6 9 1 4 5 7 3 6 2 - 0 . 0 6 4 4 6 1 0 5 1 6 8 9 4 6 
2 0 0 0 9 2 4 8 2 - 1 7 . 1 1 8 9 4 1 8 6 3 3 0 7 1 0 . 3 6 4 0 0 4 0 4 1 5 5 7 8 9 
2001 1 1 2 3 5 4 2 1 . 4 8 7 4 2 4 5 8 6 7 5 0 8 6 . 6 3 5 9 1 7 0 3 9 1 7 9 8 6 2 
2 0 0 2 1 5 4 2 6 8 3 7 . 3 0 5 3 0 2 8 8 6 8 0 0 4 0 . 7 3 4 7 2 7 7 3 6 2 2 2 2 7 2 
2003 1 6 4 5 8 9 6 . 6 9 0 3 0 5 1 8 3 6 9 3 5 6 1 . 9 8 8 1 1 8 3 4 6 2 3 3 9 4 5 
Sources: Compiled by the Research Scholar from various issues of "Facts 
& Figures" (ACMA) Automotive Industry of 2003-04, New Delhi, 
The production of Commercial vehicles has shown 
rising trend except few years. There is at around 
encouragement that the demand for commercial vehicles is 
expected to grow with the economy looking up. High 
investment and poor management in the Railway's will not 
help them to compete with the road transport industry. An 
increase in the product range and the entry of new players 
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will made the market more competitive and provide for 
growth opportunities for such players who take the initiative 
and strive to tackle the market forces. 23 xhe Government 
policy on automobile encourages exports, increasing 
competition in the domestic market, new technology, fuel 
efficient, low emission vehicles now being produced in India, 
exports will be a key thrust area for vehicles manufactures in 
the medium and long term.24 
The excise duty on Commercial Vehicles sold by the 
manufacturers whether as a chesis or a complete body is 16 
per cent. However, no duty is leived on the body that is built 
by an independent body builder on a chesis bought from a 
manufacturer. The government of India through different 
dispensation has encouraged fabrication of comfortable 
vehicles. The government has promoted the use of multi-axle 
vehicles for carriage of goods as they caused reduced 
environment pollution and lesser wear and tear on road 
surface in comparison to the existing 2 axle trucks. 
4. Production Trends in Passenger Cars in India 
With the advent of liberalisation and globalisation the 
passenger car sector has created ripple in the realm of 
automobile Sector in India. The entry of MNCs in the Indian 
automobile market with varied arrangement, such as, joint 
ventures, subsidies, MsRAs with Indian counter parts have 
contributed fabulously to the rapid growth and development 
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of automobile Industry in India. The first passenger car plant 
of India, came up trough Hindustan Motors Ltd. on the 
outskirts of Calcutta in the early 1940s and within a short 
span, more plants viz. Premier Automobile Ltd. and Standard 
Motors Ltd. came up at Mumbai and Chennai. However, in 
the subsequent years, there was no indication of new 
technology in the passenger car sector and production almost 
stagnated. It took nearly 3 decades thereafter for the 
passenger car industry to take its next step f o r w a r d . 
The idea of manufacturing 'Peoples' car (small and low 
priced ) was first developed in early 1960s but this project 
was not given serious consideration till the 1 9 7 0 s . I n the 
beginning there was the Ambassader. And a little later it was 
joined by the fiat. They lied in perfect ease for many years. 
The dynamics of the two-wheeler industry in India 
make fascinating analysis. The two wheeler has now became 
not only the favourite mode of personal transport but also 
the most coveted personal house hold durable possession 
among nearly all consumer classes. Most of the passenger 
car manufacturing units in India have foreign collaboration 
which has enabled them to improve the quality of product 
over the y e a r s . 2 7 
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5. Production Trend of Passenger Car 
Table 4 furnishes data with regard to production trends 
in passenger cars during 1991-2003. It can be observed from 
the table that the growth in passenger car has been wavering. 
In the year 1992, there was a negative growth of 1.12 per cent 
which jumped whoppingly to 29 per cent in 1993. 
Table 4 
Trends in Production of Passenger Cars in India during 
(1991-2003) 
(Qty. in OOP Nos.) 
Year Production Growth in 
Percentage 
1991 164, 600 — 
1992 162 ,600 -1.21507 
1993 209, 700 28.96679 
1994 27, 658 -86.8107 
1995 264, 468 856.208 
1996 347, 800 31.50929 
1997 550, 000 58.13686 
1998 630, 000 14.54545 
1999 700, 000 11.11111 
2000 760,000 8.571429 
2001 825,000 8.552632 
2002 895,000 8.484848 
2003 945,000 5.586592 
Source : 
1. Data India November, 19-25, 1995, pp. 902-904 
2. The Hindu survey of India Industry, 1997, p. 295 
3. Profile of the Indian Automobile Industry, Society of Indian 
Automobile Manufacturers (SIAM), 2002-03, pp-50-52 
4. ACMA, A Status Report "Road to World Class" Neiv Delhi, 2003, p.4 
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However, in 1994, there was a huge negative growth to 
the time of 87 per cent. Amazingly 1995, witnessed a boom in 
the production of cars registering a growth of 856 per cent 
reveals that 1995 onwards the growth trend has been in the 
highest range of 58 per cent in 1997 to the lowest of 6 per 
cent in 2003. 
It is note worthy that the ownership of cars in India is 
just 6 per thousand of population as against 500 in the 
developed economies. India has the promise for tomorrow as 
the expansion of local demand holds great potential and is 
vital to install scale volumes of production. The growth of 
this sector needs to be spurred. 
6. Production of Two Wheelers in India 
Table 5 provides a detailed statistics as regards two 
wheelers production in India during 1991-2003. The two 
wheelers in India comprises of Scooters, Motorcycles and 
Mopeds. Table reveals that in all the three segments, the 
growth in the production motorcycle is more pronounced 
during the period under review. The range of production 
growth of motorcycle is in between 1.5 per cent in 2002 to 41 
per cent in 1994. As against this, the growth trends in 
production of scooters are in the range of 3 per cent in 2003 
to 25 per cent in 1994. The growth trends in the production of 
moped falls in the range of 0.5 per cent in 1999 to 21 per cent 
in 1995. The overall growth trends in the production of two 
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wheelers shows that the years 1994 and 1995 the production 
of two wheels have been the longest. The overall growth 
trend ranger between 2 per cent in 2003 to the highest of 25 
per cent in 1994. 
Table 5 
Statement Showing Trends in Production of Two Wheelers 
(1991-2003) 
(Nos) 
Year 
Scooters Motorcyc les Mopeds 
Nos. Growth 
% 
Nos. Growth 
% 
Nos. Growth 
% 
Grand 
Total 
Growth 
% 
1991 780344 424607 398157 1603108 
1992 684315 -12.31 387037 -8 .85 405865 1.94 1477217 -7.85 
1993 784496 14.64 424714 9.73 450892 11.09 1660102 12.38 
1994 983923 25.42 600091 41 .29 496504 10.12 2080518 25.32 
1995 1170071 18.92 776998 29.48 604097 21.67 2551166 22.62 
1996 1343318 14.81 945954 21.74 689703 14.17 2978975 16.77 
1997 1258372 -6.32 1082667 14.45 630251 -8.62 2971290 -0.26 
1998 1308584 3.99 1295300 19.64 690540 9.57 3294424 10.88 
1999 1247884 -4 .64 1657152 27.94 693819 0.47 3598855 9.24 
2000 1034969 -17.06 2164950 30.64 742738 7.05 3942657 9.55 
2001 1204124 16.34 2245668 3.73 746225 0.47 4196017 6.43 
2002 1345246 11.72 2286542 1.82 750216 0.53 4382004 4.43 
2003 1385226 2.97 2320042 1.47 756265 0.81 4461533 1.81 
Source: 
1. Data India November, 19-25, 1995, pp. 902-904 
2. The Hindu survey of India Industry, 1997, p. 295 
3. Profile of the Indian Automobile Industry, Society of Indian 
Automobile Manufacturers(SIAM), 2002-03, pp-50-52. 
The major producer of mopeds in the country are T.V. 
Suzuki Ltd., and Kinetic engineering Ltd. Besides these, there 
are 1820 other units manufacturing mopeds in the country. 
There are four companies to produce motor cycle such as 
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Ind-Suzuki with Suzuki of Japan, Escorts (Motor Cycle) with 
Yamaha of Japan, Bajaj (Motor Cycles) with Kawasaki of 
Japan and Hero with Honda of Japan. 
The main reasons for growth of this sector of the 
automobile industry are easy finance options, shorter 
replacement cycle, affordable mobility, and effective product 
differentiation and efficient market segmentation. 
It may be concluded that the two wheeler industry has 
undergo a metamorphic change in the Nineties and a few 
would have anticipated that the different types of two wheels 
would be increasing in popularity with both sexes opting to 
own personal transport. In the earlier stages sales of 
scooters, motorcycles and mopeds were effected mainly in 
urban areas. Lately, in rural areas too greater preference is 
being accorded as bicycles are being replaced with power-
driven two-wheelers such as scooters, motorcycles and 
mopeds. While the growth of power driven wheelers in 
recent years has been spectacular, it is expected that the 
output may be rising even more impressively henceforth as 
dearer petroleum products have been compelling the use of 
two-wheelers because of the economies that can be achieved 
in fuel consumption. 
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7. Indian two wheelers in Global Market 
The global market for two wheelers has shown 
tremendous growth over the past decade. The geographic 
spread of this growth has been very uneven. Asia has 
accounted for the vast majority of growth, sales in the entire 
region growing more than threefold over the past decade. 
China and India alone account for over half the world's 
two wheeler sales. Other large markets in the region are 
Japan, Indonesia, Veitnam and Taiwan, Latin America is 
another important region and sales there have more than 
doubled over the past ten years with Brazil accounting for 
the lion's share with a market of around 4 lakh units. In line 
with the region's chequered economic performance over the 
past decade, sales growth has been volatile. 
In Europe two wheeler sales have grown steadily from 
one million to 1.6 million units a year since 1987, but have 
leapt sharply recently with the change in rider licensing laws 
to permit car driving licence holders to ride bikes up to 150 
cc. Another factor has been the increasing urban congestion, 
especially in Southern Europe. Also scooter designs have 
become more fashionable and therefore more attractive to the 
younger generation. 
The players in the world two wheeler market could at 
one time be categorised simply into two groups: the three 
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global Japanese giants (Honda, Suzuki and Yamaha) and 
local niche players. However, as the industry globalises 
further, a further category is emerging, namely other Asian 
and European players who are seeking to expand their own 
identities worldwide. 
8. Chinese Threat and India Two Wheelers 
Around this time last year, China was being touted as 
the biggest threat to the Indian two-wheeler industry, as 
Chinese producers had gained market share in various 
Southeast Asian countries by dumping products at low costs. 
However, Indian two-wheeler companies have shown 
remarkable resilience. Their motorcycles are far superior in 
quality to most Chinese makes, which rely on ancillaries that 
roll out products of inconsistent quality. 
Besides, import duties of 45 per cent on CBUs and 65 
per cent on finished products leave little scope for Chinese 
players to pose a serious threat to Indian manufacturers. 
Also cost cutting has allowed Indian producers to introduce 
new models at lower price points. 
Indian companies have barely made a dent in the export 
market; only three per cent of total sales volumes come from 
overseas markets However, the potential remains immense, 
especially for companies that have developed world-class 
products and wrung out significant cost advantages. In fact, 
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China has been identified as an export opportunity as Indian 
motorcycles could be attractively priced in the premium 
segment and gain some market share from Japanese JVs 
operating in China. 
Having in-house R&D will be vital for companies that 
aim for a significant share in the export market. The recent 
trend in manufacturing is that the core technology is 
addressed by in-house expertise and other processes are sub-
contracted for speed in product development. 
Indian companies, especially those that have exited 
Japanese JVs, have started spending more on R&D. In the 
coming years, ability to cut costs through indigenisation will 
determine the level of competence and provide a strong 
foothold in the export market for companies that aspire to be 
global players. 
Although India is the second largest two-wheeler 
market in the world after China, penetration levels are low at 
38 per thousand people, compared, to Indonesia ample scope 
for the industry to grow. 
As per NCAER estimates, the number of households 
that can afford two-wheelers will rise by 10.4 per cent a year 
to 80.7 million by 207. Even if penetration levels just 
remained the same, the two-wheeler sales could increase by 
13 per cent a year-assuming 25 per cent replacement demand. 
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On a base of 38.6 million two-wheelers on road, 
replacement demand would be a key growth driver. 
Additionally, with preference for 4-stroke technology, 
replacement demand from 2-stroke (an estimated 26.5 million 
vehicles) and mopeds will gain greater momentum and drive 
industry growth. 
In addition, increased consumer financing will continue 
to spur sales. Consumer financing could in turn lead to 
reduction in the lifecycle of a two-wheeler, raising the 
replacement demand. 
Given long term factors such as the absence of good 
public transportation, affordability (price, rising incomes, 
easy financing) and replacement demand (two stroke with 
four stroke) the two-wheeler industry seems to be poised for 
robust growth in the coming years. Motorcycles will however 
remain the key drivers of growth, until the manufacturers 
create an even more customer-friendly category. 
9. Production of Three-Wheelers Vehicles in India 
There are three leading manufacturing three-wheelers 
i.e. Bajaj Auto Ltd., automobile Products of India Ltd. and 
Scooters India Ltd. of them Bajaj auto has a near monopoly 
share of 96 per cent. Table 6 presents statistical figures with 
regard to production of three wheelers in Indian during 1991-
2003. It is discernible from the table that except few years. 
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there has been growth in the production of three wheelers 
during the period under reference. The year 1992 has 
registered a shopping growth of 1103 per cent over the 
previous year which recorded negative growth of 92 per cent. 
This was perhaps on account of the inception of liberalisation 
in India, that a good number of MNCs started entering into 
the Indian market with multifarious business arrangement 
with the Indian counterparts. 
Table 6 
Trend in Production of Three Wheelers 
(1991-2003) 
(In Nos) 
Year Production Growth in Previous 
Year (%) 
1991 79429 
1992 6632 -91.65 
1993 79844 1103.92 
1994 123806 55.06 
1995 155801 25.84 
1996 212700 36.52 
1997 237361 11.59 
1998 211659 -10.83 
1999 210604 -0.50 
2000 220421 4.66 
2001 230542 4.59 
2002 245032 6.29 
2003 268548 9.60 
Source : 
1. Kothari's Industrial Directory 
Madras, 37 Edition, 1991, pp5-
2. ACMA, Automotive Industry 
1996-97, 2002-03 New Delhi. 
of India - Kothari Enterprises, 
8. 
of India, "Facts & Figures", 
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10. Investment and Sales Trends in Automobile 
Industry 
The statistics regarding investment trend in automobile 
industry during 1991-2003 have been shown in Table 7. It is 
evident from the table that automobile industry has attracted 
chunk of investment domestic and foreign both over the 
years particularly in the post-liberalisation period. 
Table 7 
Statement Showing Investment in Automobile Industry 
(1991-2003) 
(Rs. In Million) 
Year Investment 
1991 90504 
1992 94482 
1993 98462 
1994 109404 
1995 124100 
1996 135010 
1997 141880 
1998 151081 
1999 154020 
2000 169042 
2001 182084 
2002 240106 
2003 309908 
Source : Same as table 5 
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In 1991, the investment in automobile stood at Rs. 90504 
million which rose to Rs. 30990 million in 2003 registering a 
rise of about 19 per cent on average. The increasing trend in 
investment in the automobile is attributed to active equity 
participation by MNCs in Indian industry through joint 
ventures, subsidiaries and Ms&As. 
Table 8 
Sales Trends in Automobile Industry of India 
(1991-2003) 
Year Sales in Numbers Growth in Per cent 
1991 2211776 -
1992 2027964 -8.3106065 
1993 2258024 11.344383 
1994 2828267 25.254072 
1995 3517531 24.370542 
1996 4083277 16.083611 
1997 4240597 3.8527878 
1998 4374707 3.1625264 
1999 4974268 13.705169 
2000 5208456 4.7079892 
2001 5509460 5.7791407 
2002 5970809 8.3737608 
2003 6090760 2.0089572 
Source: Same as tab e -5 
Table 8 present statistics regarding sales trends in 
Automobile industry of India during 1991-2003. It is evident 
from the table that sales over the period under reference has 
recorded increasing trend. The years 1994, 1995, 1996 and 
102 
Perspective on Automobile Industry in India 
Since Economic Liheralizatio)i 
1999 have witnessed splendid growth trends. In these years, 
the automobile industry had booming MNCs entry with 
innovative technologies, designs, cost effective and fuel 
efficient vehicles in all its segments. 
11. Exports Trends in Automobile Industry 
Exports trends of automobile industry have been shown 
in tables 9-A and 9-B during 1991-2003. It is discernible from 
the tables that all segments of the automobile industry have 
registering rising trends in terms of number of vehicles and 
in rupees terms during the period under reference. 
Table 9 A 
Export Trends of Automobile Industry in India 
(1991-2003) 
(In Numbers) 
Category 
Year 
M & 
HCVs 
LCVs Cars Scooters Motorcycles Mopeds 3-
Wheelers 
Total 
1992-93 4343 3463 13559 9487 6519 28125 5920 7141^ 
1993-94 5884 6469 16538 16299 42062 9720 11303' 
1994-95 7813 8069 20406 23197 31569 62863 24941 178851 
1995-96 8560 7829 28851 23106 48596 42337 32214 19149; 
1996-97 6606 7670 37161 26236 50353 48542 21973 19854: 
1997-98 5854 8204 29722 30267 45338 49899 18595 18787' 
1998-99 4544 5564 25468 28753 35461 35788 21138 15671f 
1999-00 5089 4193 23271 20188 35295 27754 18388 13417J 
2000-01 5517 8262 22913 25625 41339 44174 16263 164093 
2001-02 5815 9542 21922 26534 49826 46252 16221 176112 
2002-03 6224 9865 24351 28654 50211 46654 16024 181983 
Source: 
1. ACMA, Automotive Industry of India, 
New Delhi, p. 67 
1. Statistical Profile Society of Indian Au 
Delhi, 2002-03,p.13 
"Facts and Figure', 1996-97, 
tomobile Manufacturers, New 
The growth in exports trends registers about 355 per cent on 
average over 13 years. The larger exports have taken place in 
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case of light commercial vehicles, cars scooters, motorcycles 
and three wheelers. 
Table 9 - B 
Export Trends of Automobile Industry in India 
(1991-2003) 
Year Exports 
(Rs. million) 
1991 589.6 
1992 629.9 
1993 10412 
1994 12980 
1995 13500 
1996 16706 
1997 20040 
1998 17928 
1999 14536 
2000 15635 
2001 19808 
2002 26505 
2003 27824 
Source : Same as table 9A 
The exports of automobile have been spurred on 
account of economic phenomenon that profitability in the 
industry is driven by volumes obtained through low prices. 
Prices of automobile have declined with an anticipated 
considerable reduction in excise duties. There is optimism 
that the demand is likely to remain strong in the luxury car 
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segment. After delicensing, all manufactures have tied up 
with international car companies to produce cars in India. 
SECTION-B 
12. Growth of Indian Auto-Component Industry in 
India 
The manufacturing sector, after going though a 
recession in the last three - four years, is showing signs of 
great optimism. The industries leading the scene are - "The 
Auto Industries". One important contributor to the 'feel 
good' factor theory is good performance of Automobile 
industry and the infrastructural projects that are being 
undertaken all over the country. The last one and a half year 
has seen a marked revival of the Automotive Industry. 
Within automobile industry, Rs. 24 thousand crores domestic 
Auto-components industry is one major contributor to the 
turn around story. Acquisition, investment, capacity 
expansion, global orders became synonymous with 
components manufacturers. With more companies from the 
sector winning prestigious quality awards, it has been in the 
limelight in recent times. Leading International Automobile 
mjors are today lining up to source their requirements from 
Indian Manufacturers which they find is a more competitive 
source for auto components. One remarkable development is 
India Inc. taking on competition from China, started 
exporting to it on big scale. Bharat Forge exports directly to 
China's state-owned First Automotive Works, Multi National 
105 
Perspective on Automobile Industry in India 
Since Economic Liheralizatio)i 
Corporations (MNCs) like General Motors and Ford source 
Indian auto parts for their assembly plants in China. 
The concept of Total Productivity Management (TPM), 
total Quality Management (TQM), Six Sigma are part of 
everyday practice in this sector. As a result, costs have gone 
down, productivity has risen, quality has improved, 
operating margins increased and most important, players 
have gained confidence that their products are at par with 
the best. 
13. Performance of Auto-Components Industry 
The growth of automobile components industry is 
closely linked to the growth of automotive industry; as a 
substantial quantity produced is supplied by auto 
components industy to original equipment manufacturers. In 
auto-component sector, there are more than 400 players in 
the organized sector and over 5 thousand players in the 
unorganized sector. With an investment of more than 12,500 
crores and annual sales of Rs. 24,500 crores, this sector 
employs around Two and half lakhs people. There are about 
350 companies in India with quality certification ranging 
from ISO 9000 to TS 16949. Three Indian component 
manufacturers bagged the renowned Demining Prize for 
Quality Management. The first Japan Quality Medal winner 
in Indian industry is from this sector. 
106 
Perspective on Automobile Industry in India 
Since Economic Liheralizatio)i 
The sourcing of components from India by most 
international automotive giants, namely General Motors, 
Volvo, Caterpillar group. Cumins, Delphi, Ford, Eaton, 
Daimier-Chrysler, Electrolus, Boasch and so on, has set the 
stage for an exponential growth in the component Industry's 
levels of production, technology, quality and 
competitiveness. In the last two years, over a dozen Original 
Equipment Manufacturers (OEM's) have set up their 
international purchase operations in India. On the domestic 
front, as a result of initiatives undertaken by Indian 
automobile manufacturers and changes in automobile policy, 
the demand for vehicles has gone up. As combined effect of 
all these, the auto components sector has registered high 
growth rate during the last 2 years. 
14. Investment and Production Trends in Auto-
Components . 
Investment is rapidly picking up in this sector. In one 
year, 2001-2002 to 2002-2003 it has gone up by Rs. 1800 
crores, but this is quite insignificant as the major problem of 
this industry is lack of scale compared to the size of order 
according to international standards. The growth in 
investment trends ranges between the highest of 17 per cent 
in 2003 to the lowest of 2 per cent in 1995-96 
The auto component sector in India is dominated by 300 
medium and large players in the organized sector and by a 
few thousand units in the small sector of the organized sector 
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units. There are 50 odd leading producing companies which 
account for a major part of the total value of output. Out of 
total annual value of production, around 45 percent it is by 
units from southern India, 28 per cent from western India 
and the balance 27 per cent from Northern and eastern 
India. 
Table 10 
Auto Component Industry - Investments Trends 
(1991-92-2002-2003) 
Year Investment Growth 
(Rs. in million % 
1991-92 48900 -
1992-93 50200 2.65848671 
1993-94 56000 11.5537849 
1994-95 59000 5.35714286 
1995-96 60400 2.37288136 
1996-97 68200 12.9139073 
1997-98 70200 2.93255132 
1998-99 74000 5.41310541 
1999-2000 86000 16.2162162 
2000-01 98000 13.9534884 
2001-02 107000 9.18367347 
2002-03 125000 16.8224299 
Source : ACMA, " A Status Report, "Road to World Class" Nexv Delhi, 
Table 11 furnishes data with regard to growth trend in 
production of auto-components during 1991-2003. It is 
observed from the table that this industry has recorded 
growth through out the periof of study. The highest growth 
in production of auto-components was 26 per cent in the year 
1999-2000 and the lowest was 1.2 per cent in 1996-97. 
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The prices of raw materials, especially steel, have seen 
an exceptional increase of more than 30 per cent. But still the 
volumes and sales of the industry have improved; this has 
put operating margins of the industry under pressure. 
Consequently, the industry has to put a strong emphasis on 
Productivity Improvement Initiatives to sustain their 
profitability. 
Table 11 
Auto Component Industry - Growth Production 
(1991-2003) 
Year Production 
in 
Numbers 
Growth 
% 
Production 
In Rs. 
Crore 
Growth 
% 
1991-92 1796 - 9028 -
1992-93 1985 10.523385 9886 9.50376606 
1993-94 2004 0.9571788 10224 3.41897633 
1994-95 2214 10.479042 10954 7.1400626 
1995-96 2588 16.892502 11860 8.27095125 
1996-97 3278 26.661515 12006 1.23102867 
1997-98 3934 20.012203 12564 4.64767616 
1998-99 4914 24.911032 12997 3.44635466 
1999-2000 6143 25.010175 16356 25.8444256 
2000-01 6451 5.0138369 17857 9.17706041 
2001-02 7124 10.432491 21013 17.6737414 
2002-03 8002 12.324537 24500 16.5944891 
Source : ACMA, " A Status Report, "Road to World Class" N ^ exv Delhi, p. 6 
15. Export Trends in Auto-Components 
The Global trade in auto components is about US $ 1 
trillion where India's share of US % 1 billion is negligible. 
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The present state of India's Auto components industry in 
terms of export is highly fragmented. Exports from 
components manufacturers entered into world market 
through three gateways-OEM located abroad. Collaborators, 
Tier 1 companies outsourcing components for their assembly 
and after market abroad. Till date 262 members of ACMA 
contribute to India's $ 1 billion exports (2003-04). Bharat 
Forge's share is $ 74 million. Although Indian players are 
now trying to bid for a bigger share of global pie (as 
potential to grow in this sector is limitless) but lack of scale 
compared to the size of orders by global standards is 
hindering their success. The level of inequality in scale 
between Indian and global players is enormous. To cite one 
case, a where buyer wants to order for 6 million units of its 
650 million units requirements for headrest and Indian 
Manufacturer can commit to supply only 1.25 million units 
initially. A beginning in this regard is made by some 
ambitious manufacturers who try to bridge the gap by 
aligning with global majors for technology transfer. An 
example is Delphi moving its production of transmission 
shafts to the prospective Omax plant in Banglore. 
A detailed idea of the growth of export of auto 
component industry by the end of 2003 can be seen from the 
following table 12. The growth of exports of auto-
components was 38 per cent in 2002-03 over the previous 
year i.e. 2001-02. 
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Table 12 
Auto Component Industry - Growth in Exports 
(1991-2003) 
Year Exports 
in 
Numbers 
Growth 
% 
Exports 
In Rs. 
Crore 
Growth 
% 
1991-92 156 1022 
1992-93 198 26.92 1185 15.94 
1993-94 204 3.03 1242 4.81 
1994-95 225 10.29 1284 3.38 
1995-96 255 13.33 1302 1.40 
1996-97 306 20.00 1398 7.37 
1997-98 366 19.60 1456 4.14 
1998-99 437 19.39 1574 8.10 
1999-
2000 
514 17.62 1833 16.45 
2000-01 598 16.34 2706 47.62 
2001-02 614 2.67 2775 2.54 
2002-03 740 20.52 3830 38.01 
Source: ACMA, "A Status Report 'Road to World Class', Nen> Delhi p. 6 
India's export performance looks impressive, but when 
we compare this performance with its main rivals, it is still 
far behind its rivals in spite of its numerous strengths. Indian 
component makers have to contend with competition largely 
from China and Thailand. India's US exports inched up by @ 
78 million from $ 99 million in 1998 to $ 1,884 million in 
2002. Thailand, whose main market is Japan, not US, exports 
components worth $ 516 million in 2002 to US i.e. three times 
more than India. 
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Table-13 
India's Position in Comparison with its Major Competitors 
Parameter India China Thailand Taiwan 
Quality of 
supply 
1 4 2 3 
Ability to 
supply 
consistent 
quality 
3 4 2 1 
Price 
Competitiveness 
4 1 3 2 
Design & 
Engineering 
capability 
1 4 3 2 
Customer/After-
sales Support 
3 4 1 2 
Maturity of the 
auto comp. 
industry 
1 4 3 2 1 
1 
Government 
regulations 
4 3 2 1 
1 
1 
Attractiveness 
of the domestic 
market 
2 1 3 4 
Compliance and 
Transparency 
2 4 3 1 
Source: Statistical Profile, Society of 
Manufacturers (SIAM), 2002-03, pp-lO-U, 
Indian Automobile 
It should be noted that India has to compete with its 
rivals on factors other than cost (Table 13). China has larger 
economies of scale and lower labour costs. Whereas, Thailand 
has excess capacity created by Japan before the East Asian 
crisis, so their manufacturing costs are lower than India's. 
The designing and development of components requires 
12 
Perspective on Automobile Industry in India 
Since Economic Liheralizatio)i 
advanced Information Technology (IT) inputs. India's 
superiority in terms of IT industry is helping auto component 
industry in a big way by enabling it to possess high design 
and development skills. As a result, Indian scores above its 
rivals in terms of its superior design and development skills. 
However, converting these skills into capabilities is a major 
challenge. India is top supplier when it comes to quality of 
supply, design and engineering capability and maturity of 
the auto components industry. However poor Price 
competitiveness and government regulations are the areas 
where it is left behind its major competitors. 
This sector has of late come across many successes 
which have heightened the morale of the industry to take up 
the challenges and convert them into opportunities. As a 
result, the sector is shinning with glory of one of the leading 
sectors of the Indian economy. 
16, Employment in Automobile and Auto-Component 
Sector 
Automobile Industry in India is providing two types of 
employment namely direct employment and indirect 
employment. Table 14 provides figures regarding both types 
of employment of the period 1999-2003. Automobile Industry 
has been bifurcated into two parts. Vehicle Industry and 
auto-component Industry. During 1999 Vehicle Industry has 
provided direct employment to 1,98,000 persons where as it 
has generated 9090,000 indirect jobs, which is a huge 
113 
Perspective on Automobile Industry in India 
Since Economic Liheralizatio)i 
contribution towards the Indian economy. In the same year 
Auto-Component industry has created direct jobs for 2,40,000 
people. However, during the next three consecutives years 
vehicle industry has generated 2,00,000 direct job 
opportunities to the public. In the last year both industry has 
witnessed a declining trend in employment generation that is 
mainly attributed to heavy reliance on cost reduction viz-a-
viz deployment of labour cost saving technology. 
Table 14 
Employment in Automobile Industry including Auto-
Component Sector (1999-2003) 
Year Direct Employment Indirect Employment 
Vehicle 
Industry 
Auto-
Component 
Total Vehicle 
Industry 
Auto-
Component 
Tota 
1999 198000 240000 438000 9090000 - 95280 
2000 200000 250000 450000 10000000 - 14500C 
2001 200000 250000 450000 10000000 - 14500C 
2002 200000 250000 450000 10000000 - 14500C 
2003 190800 230000 420800 9089000 - 913108 
Source • : ACM A, " Facts & Figures-2000,01,02,03, Neiv Delhi 
17. Technology Development & Research & Development 
Centre 
In today's world, ability to develop low cost 
technologies and become owner of Intellectual Property is 
one of the most important requirements for becoming leaders 
in a particular industry. It is paradox that not even a single 
Indian components manufacturer is undertaking original 
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Technology development and research & Development 
(R&D). If we can combine our low cost advantage with 
indigenous technology, our industry could become a leading 
global player. So the first and foremost challenge before our 
manufacturers, if they want to become a successful global 
player, is to have our own R&D and Technology 
development set-up. 
Today's global automakers are passing on the 
responsibilities of research & and development to the 
vendors and they prefer full service suppliers. As a result, 
auto component manufacturers are entrusted with the 
responsibility of R&D. The R&D in the auto-component 
sector requires conceptualizing a new component as per the 
needs of automobile manufacturer, inventing original 
designs, making prototypes and testing them and finally 
entering into mass production. The irony is that on the one 
hand, India has abundant resource of engineers and scientists 
to conduct R & D ; but on the other hand, Indian 
manufacturers are not capable of dedicating huge resources 
which R&D in this field requires. The challenge to resolve 
problem with regard Domestic manufacturers by setting up 
combined R&D centres. One could also see in the near future 
Global OEM'S and tier 1 players, taking the advantage of our 
intellectual resources, setting up their R&D Centres in India. 
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18. Global Out-Sourcing 
Outsourcing of manufacturing activity is a trend 
currently sweeping across the sectors in the era of severe cost 
pressure of global market. The high wage rate for skilled 
workforce in developed countries increases the cost of 
production. In the automobile sector, quality of component is 
of crucial importance for the overall vehicle quality and 
components'-costs form substantial proportion of the cost of 
a vehicle. The result: increased cost pressure due to wage 
differential one the one hand and filling transportation costs 
along with stringent environmental regulations on the other 
hand, is driving OEM's and Larger Tier 1 companies such as 
brazil. East Europe, ASEAN, India and China.^^ 
The present wave of outsourcing faced by auto 
component sector is not the first of its kind. During 1990's on 
various occasions such opportunities knocked but never 
materialized due to lack of preparedness in terms of scale, 
skills or mindset. A crucial and important aspect of global 
outsourcing is possession of a whole set of skills, related to 
the area of Total Logistic Support, PPM levels of Quality, 
'Just in- so on, by the industry to meet the rigors of global 
suppliers. Some of these capabilities and skills we already 
posses but need to be built up fast to meet future challenges. 
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19. Issues Arising out of World Trade Organisation 
(WTO) Regime 
Certain issues and developments arising out of WTO 
regime, pose a major challenge to our manufacturers. The 
WTO Modalities for tariff - Negotiations which proposes 
zero tariffs on auto-components by al member-nations in 3-
phases is a serious issue facing the industry. The Automobile 
Component Manufacturing Association (AVMA) of India is 
worried about the negative impact this would have on 
sustained technology inflows and the inverted duty structure 
this would create for their raw materials like steel, 
aluminium etc. Both these would knock out the potential for 
value addition in our country. Here the role of government 
comes into picture. Also India's late start with regard to 
Regional Trade Agreements (RTA) and Free Trade 
Agreements (FTA) vis-avis their competitors, make it all the 
more necessary to formulate a proper strategy and a change 
in the mind-set to turn the situation into their favour. 
20. Labour Reforms 
Many of the auto component industries have high 
labour intensity. The issue of labour reforms has to be 
addressed if one wants to improve the productivity of this 
sector, as it matters a lot when one faces intense global 
competition. The labour laws should be rationalized and 
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made flexible and wages must be linked to productivity, as 
India increases its share in the global trade. However, this is 
an area which require political consensus. Government has to 
take this issue seriously if it wants to present up-trend in 
economy to continue. 
21. Conclusion 
Automotive industry has universally emerged as an 
important driver in the economy. Although the automotive 
industry in India is nearly six decades old, until 1982, only 
three manufacturers - M/s. Hindustan Motors, M/s. Premier 
Automobiles and M/s. Standard Motors tenanted the motor 
car sector. Owing to low volumes, it perpetuated obsolete 
technologies and was out of sync with the world industry. In 
1982, Maruti Udyog Ltd. (MUL) came up as a government 
initiative in collaboration with Suzuki of Japan to establish 
volume production of contemporary models. After the lifting 
of licensing in 1993, dozens of new ventures have come up of 
which majority are for manufacture of cars. This industry 
currently accounts for nearly 4 per cent of the GNP and 17 
per cent of the indirect tax revenue. 
Before the removal of QRs with effect from 01-04-2001, 
the policy placed import of capital goods and automotive 
components under open general licence, but restricted import 
of cars and automotive vehicles in Completely Built Unit 
(CBU) form or in Completely Knocked Down (CKD) or in 
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Semi Knocked Down (SKD) condition. Car manufacturing 
units were issued licences to import components in CKD or 
SKD form only on executing a Memorandum of 
Understanding (MOU) with the Director General Foreign 
Trade (DGFT). 11 companies signed MOUs with DGFT under 
which they agreed to establish actual production of cars and 
not merely assemble vehicles to bring in a minimum foreign 
equity of US $ 50 Million if a joint venture involved majority 
foreign equity ownership to indigenise components upto a 
minimum of 50% in the third and 70% in the fifth year or 
earlier from the date of clearance of the first lot of imports. 
Thereafter the MOU and import licensing will abate and to 
neutralise foreign exchange outgo on imports (CIF) by export 
of cars, auto components etc. (FOB). This obligation was to 
commence from the third year of start of production and to 
be fulfilled during the currency of the MOU. From the fourth 
year imports were to be regulated in relation to the exports 
made in the previous year. 
The industry encompasses commercial vehicles, multi-
utility vehicles, passenger cars, two wheelers, three wheelers, 
tractors and auto components. There are in place 15 
manufacturers of cars and multi utility vehicles, 9 of 
commercial vehicles, 14 of Two/Three Wheelers and 10 of 
Tractors besides 5 of engines. With an investment of 
Rs.309908 million, the sales of 6090760 in Automotive Sector 
in 2003 . It employs 4,50,000 people directly and 100,00,000 
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people indirectly and is now inhabited by global majors in 
keen contention. 
India's automotive component industry manufactures 
the entire range of parts required by the domestic automobile 
industry and currently employs about 250,000 persons. Auto 
component manufacturers supply to two kinds of buyers -
original equipment manufacturers (OEM) and the 
replacement market. The replacement market is characterised 
by the presence of several small-scale suppliers who score 
over the organised players in terms of excise duty 
exemptions and lower overheads. The demand from the OEM 
market, on the other hand, is dependent on the demand for 
new vehicles. 
The auto sector (excluding Tractors) attained a steep 
cumulative annual growth of 22 per cent between 2002 and 
2003. The Tractors achieved a cumulative annual growth of 
16 per cent. Component production grew by 28 per cent. 
There has been a slowdown in the automobile sector in the 
past two years. However, the component industry 
maintained a low but positive growth rate mainly due to its 
export performance. Over the years, the component industry 
has maintained a 10 per cent - 12 per cent share of exports in 
the total production. Roads occupy an eminent position in 
transportation as they, as per the present estimate, carry 
nearly 65% of freight and 87% of passenger traffic. Although, 
India has 3.3 million kilometers of road network, which is the 
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second largest in the world, the Indian highways are getting 
overpopulated. Traffic management and road sense also need 
attention. Globalization is pushing all auto-majors in the 
word to consolidate their position, to upgrade their 
technology, to enlarge their product range, access new 
markets and cost cuts. They are trying to create common 
platforms, modular assemblies and systems integration 
component suppliers and e-commerce. As a result, the 
component industry is undergoing vertical integration 
resulting in the emergence of 'systems and assemblies 
suppliers' rather than individual component suppliers. Most 
component suppliers are integrating into tier 2 and tier 3 
suppliers, large manufacturers and multinational 
corporations are being transformed into tier 1 companies. 
Coping well with the rapid changes in this sector the 
world over, the Indian auto component industry has done 
will in the last few years. On its way to becoming global, it 
initially started with growing exports, now it has reached the 
stage of acquiring plants abroad and the latest progress 
report highlights global component manufacturers relocating 
their plants to India. So, the potential is tremendous in this 
sector but how far it actually happens depends a lot on how 
seriously industry addresses the issues discussed above. 
Also, the initiatives on the part of our policy makers with 
regard to critical issues of this sector play a key role. 
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Chapter - 5 
An Appraisal of Foreign Direct 
Investment (FDI) in India since Economic 
Liberalization 
1. Introduction 
Foreign Direct Investment is an investment involving a 
long-term relationship and reflecting a lasting interest and 
control of a resident entity in one economy in an enterprise 
resident in an economy other than of the foreign direct 
investor (OECD, 1996; IMF, 1993^ Importantly, FDI may be 
undertaken by individuals as well as business entities. Such 
investment involves both the initial transaction between the 
two entities and all subsequent transaction between tem and 
among foreign affiliates (UNCTAD, 2001). FDI flows 
comprise two distinct forms-equity and non-equity from of 
investment. The equity capital flows comprise of the foreign 
direct investor's purchase of shares of an enterprise in a 
country other than its own. Such flows also include the 
foreign direct investor's share in reinvested earnings. 
Besides, the equity form of FDI also includes short or long-
term-intra-company loans and debt transactions between 
foreign direct investor and the affiliates. Then on-equity 
form of FDI include investments through such activities as 
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subcontracting, management contracts, turn key 
arrangements, franchising, licensing and product sharing 
(UNCTAD, 2001).! 
Given the above scope, it is obvious that the FDI 
implies that the investor exerts a significant degree of 
influence on the management of the enterprise resident in the 
other economy and no wonder that the whole issue has been 
a subject matter of debate. At the core of debate is the issue 
as to who benefits the most from the FDI flows-the host or 
the foreign investors. There are many who question the 
appropriateness of the transfer of resources especially those 
related to technology transfer and are vary of the negative 
aspects. Such views may range from sceptics to those 
strongly advocating for further research on the consequences 
of FDI on the host countries (Hanson, 2001). The costs and 
benefits of firms in home and host countries are the subject 
of intense debate, as governments try to devise ways to 
harness multinational enterprises (MNEs) economic and 
political power. The levels of positive and negative impacts 
(costs and benefits) can vary among different countries 
depending on the host country itself as well as the investing 
company and thee interaction between those two (Grosse, 
1988).2 
On the other hand, there are people who argue that the 
FDI is an important source of private external finance for 
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developing countries and the host counties stand to benefit 
on a number of counts (Mallamply & Wawant, 1999). The 
FDI, where on one hand, provides the much-needed 
resources leaning to accelerated capital formation it, on the 
other hand, also facilitate transfer of technology, knowledge, 
skills and above all the organizational and managerial 
capabilities. The proponents of FDl also emphasize on its role 
in accessing international marketing networks is also 
emphasized amply.^ 
While the debate is not settled as yet, most economies 
of the world seem to be of view that the FDI does more god 
than harm to them and have been forthcoming with policies 
that seek to make their home environment more and more 
attractive for the foreign investors. 
Section A 
2. Global Trends in Foreign Direct Investment 
Table 1 represents the figures that are basically 
concerned with the intensity of most of the countries to 
attract foreign investment by introducing new investment 
policies. There are three sets of data in the table. The first 
variable represents the number of countries that changed 
their investment policies to attract foreign investment during 
the period 1991-2001. The second variable is concerned with 
the number of changes in policies made by these countries 
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and the third variable is the number of policies that were 
successful in general. 
It has been observed from that more countries are now 
interested to attract foreign direct investment despite the 
adversities commonly faced by the host countries. In 1991, 
there were only 35 countries those changed their investment 
regime to attract foreign investment. In 2001 the number 
increased to 70. The increasing trend is stable throughout the 
period. Regarding the regulatory changes these countries 
made 82 changes in 1991 and that increased to 155 in 2001. 
The increase is almost double in terms of both the number of 
countries and the number of policy-changes during the 
period. Regarding the policies which were effective there 
were only 80 polices in 1991 that increased to 2001. The 
tendency of developing countries to frame policies to attract 
foreign investment is quite evidential from the figures of the 
table. From the point of view of host countries that most 
countries are convinced of the potential benefits of foreign 
direct investment and so interested to complement their poor 
capital formation and technology by foreign capital. From the 
part of the concerned multinational firms it may be that they 
are more interested in developing countries and so forcing 
the countries to frame policies in favour of the investment. 
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Table 1 
National Regulatory changes introduced by Countries of 
the World 
(1991-2001) 
Items Countries Number of Number of 
that Regulatory Regulatory 
changed Changes changes 
their introduced that made 
investment FDI more 
Regimes favourable 
1991 35 82 80 
1992 43 79 79 
1993 57 102 101 
1994 49 110 108 
1995 64 112 106 
1996 65 114 98 
1997 76 151 135 
1998 60 145 136 
1999 63 140 131 
2000 69 150 147 
2001 70 155 151 
Source: UNCTAD, G^eva, 2001, P.6 
As expected, India too is one of those countries, which 
has been keen on attracting FDI on its soils and has, 
therefore, brought about significant policy changes in this 
regard during the past one decade, ever since the economic 
liberalization process started in 1991. Since then, the 
government has permitted automatic approval of foreign 
investments up to 57 percent in more than 34 industries. A 
few more industries are stated to be added in the list. The 
foreign Investment Promotion Board (FIPB) has put in place 
to fast process applications for FDI not covered in the 
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automatic route.^ Some other measures taken to facilitate 
foreign investments are given in Table 2. Although the table 
shows that the regulation for foreign investors are not at par 
with the regulations for NRIs, OCBs and PIOs but the 
policies demonstrate the preferences of the Indian 
goveraraervt towards tbe foreign direct investment. In most 
cases the rate of repatriable equity is not less than 50 percent 
in any of the cases. For infrastructure industries it is as much 
as 74 percent that clearly demonstrates the government 
priority to investment climate. For export oriented industries 
these rate is even higher, that is 100 percent indicating the 
openness of the econorAy more in terms of export promotion 
rather than import substitution. 
Regarding the equity participation the table shows that 
most of the sectors have been allowed to have foreign 
investment. So far the preferences are enjoyed by the sick 
industries and the foreign firms of the capital markets. Other 
sectors are gradually getting priority regarding the equity 
participation by the foreign firms. 
132 
A?t Appraisal of Foreign Direct Investment (FDI) 
in India since Economic Liberalization 
Table-2 
Regulations of FDIs in India 
Nature of Financial 
Col laborat ion 
Regulat ions for 
NRIs/OCBs/PIOs 
Regulat ions for Foreign 
Investors 
48 High Priori ty 
Industr ies 
100% Equity, 
* Repatr iable 
51% Equity Repatriable 
Export/Trading 100% Equity, 
• Repatr iable 
51% Equity Repatriable 
Hotels/Tourism 9 
Infrastructure 
Industr ies 
100% Equity, 
Repatr iable 
51% Equity; repatriable 
74% Equity; repatriable 
3 Mining Industr ies 100% Equity, 
Repatr iable 
50% Equity; repatr iable 
EOUs/FTZs 100% Equity, 100% Equity, 
Sick Industr ies 100% Private Placement -
Telecommunicat ion 49 to 51% Equity 49 to 51% Equity 
Power 100% Equity 100% equity 
Medic a Is/Hospital 100% Equity -
Shipping/Oil 
Explorat ion/Oil 
Ref in ing/Fishing 
100% equity 
SSI Industr ies 24% Equity, repatr iable 24% repatr iable 
Housing/Real 
es ta te/Infras t ructure 
100% Equity repatr iable -
Investment in 
new/Exist ing issues by 
companies 
30% Equity; other than 
agr icul ture 
30% Equity; other than 
agriculture 
22 Consumer Goods 
Industr ies 
Permit ted Permitted 
Investment in IPOs of 
l isted Companies 
100% Equity 100% Equity 
Domest ic Air Carriers 100% Equity 100% Equity~ 
Banking Operat ions 40% Equity 20% equity 
Non Banking Financial 
Companies 
51% Equity 51% equity 
B to B e -commerce 100% equity -
Enterta inment 
Electronic 
51% Equity 51% equity 
Source : Qamar, Furqan, "foreign Direct Investment in India: Policy 
Initiatives and contemporary Status, International Seminar on Business 
Education in the Neiv Millennium, held at Department of commerce, AMU, 
Aligarh, March-1-2, 2003,p-35. 
Table 3 represents the volunie of foreign direct 
investment concentrated both in developed and developing 
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countries during the period 1994-2001. The share of 
developing countries in the total foreign investment is also 
provided in percentile. It can be observed that the global 
foreign direct investment (FDI) almost quadrupled between 
1995 and 2000. However, FDI flows to developing countries 
grew at a much slower rate over this period, doubling to $ 
240.2 billion their share (Table 3). FDI inflows into 
developing countries virtually halted in 1998 as a result of 
the Asian crisis. The share of developing countries in global 
flows reached a peak of 39.6 per cent in 1996, declining 
rapidly thereafter to reach 18.9 per cent of total flows in 2000 
(figure 3). Though absolute FDI amounts have declined in 
2001, the share of developing countries has increased 
dramatically to 30 per cent.s 
India's share in FDI inflows among developing 
countries reached a peak of 1.9 per cent in 1997. It declined 
sharply to 1 per cent in 1999 and 2000 but has recovered 
sharply to 1.7 per cent in 2001 (Table 4). India's performance 
on the FDI front has shown a significant improvement since 
last year. FDI inflows grew by 65 per cent to US $ 3.91 billion 
during 2001-02 thus exceeding the previous peak of US $ 3.56 
billion in 1997-98 (as per BOP accounts of RDI). 
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Table 3 
FDI Inflows by Host Regions 
(1994-2001) 
(US $ Billion) 
Year World Developed 
Countries 
Developing 
Countries 
Share of 
Developing 
countries 
1994 
(Ann. Avg) 
200.1 137.1 59.6 29.8 
1995 331.1 203.5 113.3 34.2 
1996 384.9 219.7 152.5 39.6 
1997 477.9 271.4 187.4 39.2 
1998 692.5 483.2 188.4 27.2 
1999 1075.0 829.8 222.0 20.7 
2000 1270.8 1005.2 240.2 18.9 
2001 760 500 225 29.6 
Source : World Investment Report, 2001 & 
January 2002 
JNCTAD Pres Release of 21^' 
This growth of 65 per cent is particularly encouraging 
at a time when global FDI inflows have declined by over 40 
per cent. The upward trend in FDI inflows has been 
sustained during the current financial year with FDI inflows 
during April-June 2002 about double that during the 
corresponding period of 2001 (as per DIPP data).^ 
In 2000, China has the highest share of developing 
country of FDI with 17 per cent followed by Brazil with 13.9 
per cent of developing country FDI. The gap between the 
shares of these two countries narrowed during the nineties 
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with Brazil gradually catching up with China, but has again 
widened in 2001. Though the share of Argentina, South 
Korea, Singapore, Malaysia and Taiwan were much lower 
than that of China and Brazil. Still the share of each of these 
countries was two to five times that of India's measured 
inflow. 
Table 4 
FDI Inflows into Selected Countries 
(1989-2001) 
(Share of deve, oping country total, per cent) 
Host 
Region 
Economy 
1989-94 
(Annual 
Average) 
1995 1996 1997 1998 1999 2000 2001 
Developing 
Countr ies 
(in billion 
$) 
59.6 113.3 152.5 187.4 1888.4 222.0 240.2 225.0 
Argentina 4.5 4.9 4.5 4.9 3.9 10.9 4.7 -
Brazil 2.5 4.9 6.9 10.0 15.1 14.1 13.9 8.9 
China 23.5 31.6 26.4 23.6 23.2 18.2 17.0 20.8 
Indonesia 2.5 3.8 4.1 2.5 -0.2 -1.2 -1.9 -
India 0.7 1.9 1.7 1.9 1.4 1.0 1.0 1.7* 
Malaysia 6.2 5.1 4.8 3.5 1.4 1.6 2.3 -
South 
Korea 
1.5 1.6 1.5 1.5 2.9 4.8 4.2 -
Singapore 8.1 7.8 6.8 6.9 3.3 3.2 2.7 -
Thai land 3.2 1.8 1.5 1.9 2.7 1.6 1.0 -
Taiwan 2.0 1.4 1.2 1.2 0.1 13 2.0 -
Vietnam 1.0 2.0 1.6 1.5 1.2 0.9 0.9 -
Source : World Investment Report 2001 & UNCTAD Press Release dated 
21^' Jan. 2002. Data for India may be under estimated for reasons given in 
subsequent section. 
Note : *For 2001 India data is from RBI (FDI infloiv in 2001-02 was $ 3904 
million). Data is respect of other countries is not available. 
Quite obviously, India lags behind in that 
consideration. The most remarkable transformation has 
occurred in South Korea, whose share in developing country 
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FDI inflows was identical to that of India in 1993, and which 
fell below that of India in 1994 and 1995, but was four times 
that of India's in 2000. Because of the Asian-crisis in 1997-98 
and the effect sanctions on investor's sentiment, India's share 
of developing countries' FDI fell at the end of the nineties. 
There has however been a significant improvement during 
2001.7 
The proportion of FDI to GDP is remarkably lower for 
India than that of most of the concerned countries (Table 5). 
India is the 12'^ largest country in the world in terms of GDP 
(at current exchange rates) but is able to attract FDI equal to 
only 0.9 per cent of its GDP in 2001. In contrast FDI inflows 
into Vietnam were 6.8 per cent of its GDP in 2000. Even 
Malaysia, which has recently developed an image of being 
somewhat against the globalization paradigm, receives FDI 
equal to 3.9 per cent of its GDP. Similarly, China attracts FDI 
equal to 3.8 per cent of its GDP. Thailand, which has a 
relatively low FDI. GDP ratio among the major developing 
country recipients of FDI, had a ratio four times that of India 
in 2000. This gap probably narrowed in 2001 and could 
narrow further in 2002 if the recent acceleration in growth of 
FDI into India can be sustained.^ 
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Table 5 
Ratio of FDI inflows to Gross Domestic Product 
(1995-2001) 
Developing 
Countries 
1995 1996 1997 1998 1999 2000 2001 
Argentina 2.0 2.5 3.1 2.4 8.5 3.9 -
Brazi l 0.8 1.4 2.3 3.6 5.9 5.7 -
China 5.1 4.9 4.9 4.6 4.1 3.8 -
Indonesia 2.2 2.7 2.2 -0.4 -1.9 -3.0 -
India 0.6 0.7 0.9 0.6 0.5 0.5 0.9* 
Malaysia 6.8 7.2 6.5 3.8 4.4 3.9 -
South Korea 0.4 0.4 0.6 1.7 2.6 2.2 -
Singapore 10.5 11.4 13.7 7.6 8.6 7.0 -
Thailand 1.2 1.3 2.4 4.6 3.0 2.0 -
Vietnam 11.5 10.9 10.0 8.5 6.9 6.8 -
Source: World Investment Report, 2001 and World Development Reports, 
Data for India may be underestimated for reasons given in next section. 
Note: * India's GDP for 2001-02 at current prices was Rs. 2068810 crore 
converted to US dollars using the exchange rate of 2001-02 at Rs. 47.69. 
FDI inflow in 2001-02 was US $ 3904 million. Data for other countries not 
available for 2001. 
3. 
Section B: 
Foreign Direct Investment in India- An Appraisal 
The economy of India experienced a huge change in the 
philosophy of economic development in the year of 1991 
characterized by Liberalization. The economy had been 
rather protected from the uncertainties of the Foreign 
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Investment during sixties, seventies and also in early 
eighties. During mid-eighties some sectors like information 
technology and infrastructure happened to be opened for 
foreign investments. The trend was further extended in early 
nineties by some internal and external pressures. The 
external pressure was in the form of the Structural 
Adjustment Programme of the IMF and the World Bank, the 
institutions that played very important role in financing the 
deficits of the economy during the same period. The internal 
pressures were the acceptance of market-mechanism as a 
means of development. The scepticism of foreign technology 
was gone and India happened to promote investment climate 
by accepting globalization as the need of the time. The 
following discussion highlights the different parameters of 
foreign investment in India during the period under 
reference. 
Table-6-A gives an account of the Route-wise inflow of 
foreign direct investment in India from 1991 to 2003. There 
are four major routes namely Government's approval (FIPB, 
SIA route), RBI's automatic approval under delegated power, 
through acquisition of shares, RBI's various schemes through 
which FDI inflows in India. Besides these popular routes two 
other ways are ADRs/GDRs/FCCBs and stock swapped. It 
can be observed fro the table that the largest FDI inflow is 
through the FIPB and SIA route; followed by inflows through 
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acquisition of shares and RBI's automatic route. FDI 
inflows through ADRs/GDRs/FCCBs are also registering a 
rising trend during 1991-2003. Share of stock swapped is 
negligible during the period under review. 
Table-6B represents the statistical estimates of Mean, 
Standard Deviation, t-ratio. Minimum and Maximum, 
Coefficient of Variations and annual average growth rate 
(AAGR). The government approval for FDI was Rs 645755 
million in total during the period. The Mean takes a value Rs 
49673 million with a standard deviation of Rs.34112 million. 
The t-ratio indicates that the Mean is not significantly 
different from zero suggesting the intensity of fluctuation. 
The same is also evidential from the coefficient of variance 
which is as high 69 percent. This indicates that the FDI flows 
approved by the government experienced some extent of 
fluctuations. This may also be related with high rate of 
growth (AAGR) of 44 percent. An enquiry in to the reason 
behind such a high growth rate has been shows that there 
have been growth rates of more than 100 percent in some 
years during early nineties that been reduced by some 
negative growth rates in some years during mid-nineties 
resulted at an average rate of 44 percent. 
The second variable under consideration in the table is 
the RBI approval for FDI during the period. The total 
approval during the period is Rs. 152155 million. The annual 
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Mean is Rs. 12680 million with the standard deviation of Rs. 
12557 million. The standard deviation seems quite high in 
relation to the Mean and as such the t-ratio is also 
insignificant. The fluctuations can be seen from the fact that 
the minimum figure of RBI approval was Rs 475 million and 
the maximum approval was Rs 39031 million. The fluctuation 
is quite noticeable. The same is demonstrated by a high 
coefficient of variance of 99 percent. The growth rate 
however is quite satisfactory to an extent of 68 percent. 
The next variable is the FDI acquisition of shares that 
takes a Mean of Rs 25612 million. The standard deviation is 
Rs. 16093 million that takes a t-ratio of 1.6 which is better 
than the earlier variables but not enough to be statistically 
significant at 5 percent level. The coefficient of variation is 
also high as 63 percent. One of the reasons may be that the 
growth rate is quite high like 81 percent. 
The various NRI scheme of RBI takes a Mean of Rs 6965 
million. The standard deviation is Rs 7027 million. The t-ratio 
indicates that the Mean is not significant. The range of 
fluctuation of the variable can be indicated from the fact that 
the minimum figure is Rs 111 million and the maximum 
figure is Rs. 20620 million. The coefficient of variance is 
remarkably high like 101 percent. The average annual growth 
rate is or^ly 13 percer^t. A further enquiry into the figures of 
annual growth rates show that in later p^rt of the period 
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under study the various NRI scheme of RBI happened to 
experience some declining trends. It seems that the scheme 
failed to attract much of the targets. 
The total of the FDI inflows through all the above 
mentioned four routes during the period took a total of Rs. 
1086388 million. The Mean is Rs. 83568 million and the 
standard deviation is Rs. 55637 million. The t-ratio is indeed 
poor to suggest that the Mean is not significantly different 
from zero at 5% level. The minimum figure during the 
period is Rs. 3514 million and the maximum is Rs 161344 
million. One of the reasons behind such huge range of 
difference between the minimum and maximum is that the 
opening of the economy in fact took time to materialise like 
the real inflow of FDI started since 1993. The extent of 
fluctuation is also demonstrated from a high coefficient of 
variance of 67 percent. The growth rate however is quite 
impressive like 43 percent to imply that the liberalization of 
the economy is in fact successful in terms of inflows of FDI. 
There are two other routes of FDI inflows in India in the 
form of ADR/GDR/FCCB and Swapped shares that also takes 
part in the FDI inflows of India. The Mean of the 
ADRs/GDRs/FCCB inflows is Rs 27859 million with a 
standard deviation of Rs 24467 million. The Mean however is 
not statistically significant at 5% level. The growth rate is 
abnormally high because of the fluctuating nature of the 
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variable as is demonstrated by the range that the variable 
varied from Rs. 706 million to Rs 69880 million. This quite 
obviously indicates the instability in ADRs/GDRs/FCCB 
flow in India. There had been few years during early nineties 
when there was no flow from this route. 
The stock swapped is a recent phenomenon as it started 
only in 2002. The variable takes a Mean of Rs 1283 million 
that however is not ignorable in volume. 
The grand total of the FDI flows takes all these routes 
described above and takes a Mean flow of Rs 105196 million. 
The standard deviation is Rs 71193 and the t-ratio is 1.5 
suggesting that the Mean is not significant at 5% level. The 
Minimum figure of grand total of FDI is Rs 3514 million and 
the maximum is Rs. 193088 million. The fluctuation is 
noticeable. The same is demonstrated in the coefficient of 
variance of 68 percent. The annual average growth rate is 
indeed impressive like 45 percent. This suggests that India 
should be proud of being successful to have attracted FDI 
during the period. The earlier observation in relation to the 
global proportion of FDI to India was meagre. That is not 
because of the incapability of India to attract FDI rather it 
was due to the huge influx of FDI in total in the global 
context. 
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Table-6B 
Statistical Analysis of Route-wise Inflows of Foreign Direct 
Investment (FDI/NRI) Received During the 1991 to 
December 2003 
Y e a r 
G o v t 's 
a p p r o v a l 
( F I P B , S I A 
rou te ) 
R B I ' s 
A u t o m a t i c 
a p p r o v a l 
u n d e r 
d e l e g a t e d 
p o w e r 
A m o u n t o f 
I n f l o w s on 
a c q u i s i t i o n 
of Shares 
RB I ' s 
V a r i o u s 
N R I ' s 
Schemes 
T o t a l 
A m o u n t 
of 
A D R s / 
G D R s / 
F C C B 
Stock 
s w a p p e d 
G r a n d 
T o t a l 
T o t a l 645755 152155 204892 83586 1086388 278594 2565 136754' 
M e a n 49673 12680 25612 6965 83568 27859 1283 10519f 
S tnd D e v 34112 12557 16093 7027 55637 24467 626 7119 
t - r a t i o 1 5 1 0 1 6 1 0 1 5 1 1 2 0 1 = 
M i n i m u m 1911 8 475 3038 111 3514 706 840 351-
M a x i m u m 101284 39031 52626 20620 161344 69880 1725 193088 4 
C V % 69 99 63 101 67 88 49 6f 
A A G R % 44 65 68 1741 81 43 18 25 43 44 1073 49 105 35 45 2<: 
Source: Calculated from Table-6A. 
Table-7 presents statistical description related to 
pattern of inflow and outflow under various schemes for NR 
Deposits during 1991-2001. the net flow under the schemes 
have trends with the low at US $ 653 million in 1991-1992 to 
high of US $ 3314 million in 1996-97. The outflows were high 
in 1991-92 due to the political instability in the country and 
the Non residents were sceptical of the future of the Indian 
economy. Under the head FCNR (A) the out flows are huge 
during the period under review. In case of FCNR(B) the 
inflow has gone up substantially after the initiation of the 
liberalisation regime. It has nevertheless shown a steep fall 
in 1998-99. There were huge outflows of US $ 144 million, 
which continued in the first half of 2001. The NR(E) RA rupee 
denominated account has shown positive inflows except in 
the year 1995-96, when there were outflows to the tune of US 
$ 208 million. The NR(NR) RD has performed well in the last 
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decade. The inflow's were quite high initially but after 1997-
98 there has been a declining trend. The FC(B&0)D, has 
shown only outflows and this has been discontinued after 
1994-95. 
Further the NRI investor's favourable assessment of the 
India's macro fundamentals was evident in the overwhelming 
response received by the India millennium deposits(IMD) 
scheme floated in October 2000, which netted US $ 5.51 
billion. 
Table 7 
Net Flows under Non-Resident Deposits Schemes 
( 1991-2001) 
(US$ million) 
Year FCNR FCNR NR(E) NR FC T O T A L 
(A) (B) RA ( N R ) R D ( B & 0 ) D 
91-92 -914 542 453 1012 -440 653 
92-93 -1121 892 632 957 -492 868 
93-94 -1317 1075 728 1187 -572 1097 
94-95 -2249 1979 964 682 -558 818 
95-96 -2796 2669 -208 1279 - 944 
96-97 -1949 1773 1244 2246 - 3314 
97-98 -2305 917 1197 1256 - 1119 
98-99 -1 -144 980 941 - 1176 
99-00 - 746 948 470 - 2164 
00-01 - -83 687 379 - 983 
All Figures are inclusive of accrued interest and valuation factor. 
Source: Complied from Economic Survey, Ministry of Finance, Government 
of India, Nexv Delhi, 1998-99, p98 and 2001-02, p. 133 
FCNR(A): Foreign Currency Non-resident (Accounts) 
FCNR(B): Foreign Currency Non-resident (Banks) 
NR (E)RA : Non-Resident (External) Rupee Accounts. 
NR ( N R ) R D : N o n - R e s i d e n t ( N o n r e p a t r i a b l e ) R u p e e D e p o s i t s . 
FC (B&O) : F o r e i g n C u r r e n c y (Banks a n d O t h e r ) D e p o s i t s . 
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Table 8, shows the NRI deposit outstanding from 1991 
to 2001. The outstanding under FCNR(A) has registered a 
declining trend from US $ 10103 million in 1991 to US $ 1 
million in 1998. The position under the FCNR(B) presents 
that the outstanding sustained an increasing trend that 
moves from US $ 1108 million in 1994 to US $ 9289 million in 
2001. It is further discernible from the data that the 
outstanding in NR(E)RA and NR(NR)RD have shown positive 
trend. This has been made possible due to the initiative taken 
by the government in terms of freeing interest rates and 
removable of incremental CRR which has pushed up the 
outstanding position of these accounts. 
Table 8 
NRI Deposits Scheme-Outstanding from 1991 to 2001 
(US$ million) 
(As at the end of March) 
Year F C N R ( A ) F C N R ( B ) N R ( E ) R A N R ( N R ) D T O T A L 
1991 1 0 1 0 3 - 3 6 1 8 - 13721 
1992 9 7 9 2 - 3 0 2 5 - 1 2 8 1 7 
1993 1 0 6 1 7 - 2 7 4 0 - 1 3 9 7 8 
1994 9 3 0 0 1108 3 5 2 3 1 7 5 4 1 5 6 8 5 
1995 7051 3 0 6 3 4 5 5 6 2 4 8 6 1 7 1 5 6 
1996 4 2 5 5 5720 3 9 1 6 3 5 4 2 1 7 4 3 3 
1997 2 3 0 6 7496 4 9 8 3 5 6 0 4 2 0 3 8 9 
1998 1 8 4 6 7 5 6 3 7 6262 2 0 3 6 7 
1 9 9 9 - 8 3 2 3 6220 6 7 5 8 21301 
2000 - 9 0 6 9 6992 7 0 3 7 2 3 0 9 8 
2001 - 9 2 8 9 7403 7127 2 3 8 1 9 
S o u r c e : RBI , B u l l e t i n at w w w . r b i . o r g . i n . 
Table 9 shows the sector-wise break-up of foreign 
investment & technical collaboration approved during the 
period from 1991 to 2003. The most leading sector is the fuel 
(power and oil) that received an approval of Rs 777843 
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million. By itself it shared 26.75 percent of total amount 
approved. This indicates the top priority of the government 
for power sector for FDI flows. Next comes 
telecommunication sector. It received an approval of Rs 
572555 million that bagged 19.7 percent of the total amount 
approved. This follows the sector of electrical equipments 
that received an approval of 9.9 percent. Transport comes 
next with 7.76 percent of the approval of the government 
Service sector has also registered a good share of 6.5 percent 
Metallurgical industry shared an approval of 5.3 percent 
Chemical (excluding fertilizers) attracted a share of 4.5 
percent. The food processing industry shared to an extent of 
3.2 percent of the total FDI approval during the period. Each 
of the other sectors shared only around 1 percent of the 
approval of the government. 
Table 9 
Sector-wise break-up of Foreign Direct Investment & 
Technical collaboration Approved during the 
Post-policy period from 01.08.1991 to 31.12.2003 
(An Amount Rs In million) 
S No N a m e of I n d u s t r y No of A p p r o v a l s A m o u n t of 
FDI 
A p p r o v e d 
%age with 
tota l 
a p p r o v e d 
a m o u n t 
T o t a l Tech Fin 
01 M e t a l l u r g i c a l 
I n d u s t r i e s 
762 363 3 9 9 1 5 5 1 6 8 56 5 34 
02 F u e l s ( P o w e r & Oil 
R e f i n e r y 
980 291 689 7 7 7 8 4 3 22 26 75 
03 B i o l e r s and S t e a m 
G e n e r a t i n g P l a n t s 
87 50 37 1471 58 0 05 
04 P r i m e m o v e r s o t h e r 
than e l e c t r i c a l 
61 38 23 917 24 0 03 
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05. E l e c t r i c a l 
e q u i p m e n t s 
( I N C L S / W & 
E l e c t r o n i c s ) 
5 5 7 9 1231 4 3 4 8 2 8 8 8 2 8 . 5 7 9 .93 
06. T e l e c o m m u n i c a t i o n s 920 128 792 5 7 2 5 5 5 . 2 5 19 .69 
07. T r a n s p o r t a t i o n 
I n d u s t r y 
1721 699 1052 2 1 9 5 7 6 . 4 1 7 .55 
08. I n d u s t r i a l 
M a c h i n e r y 
1 5 0 5 855 650 2 6 0 9 4 . 9 2 0 .90 
09 M a c h i n e T o o l s 230 91 139 4 1 2 4 . 0 5 0 .14 
10. A g r i c u l t u r a l 
M a c h i n e r y 
77 46 31 2 4 6 8 . 6 6 0 .08 
11. Ear th M o v i n g 
M a c h i n e r y 
77 46 31 2 4 6 8 . 6 6 0 .08 
12. F e r t i l i z e r s 69 58 11 3531 0 .12 
13. C h e m i c a l s (o ther 
than f e r t i l i z e r s ) 
1881 841 1 0 4 0 1 3 0 6 6 1 . 9 6 4 .49 
14. P h o t o g r a p h i c R a w 
Fi lm & P a p e r 
31 12 19 2 3 7 8 . 7 8 0 .08 
15. D r u g s and 
p h a r m a c e u t i c a l s 
591 262 329 3 2 4 8 5 . 9 9 1 .12 
16. T e x t i l e s ( i n c l u d e 
dyed , p r i n t e d ) 
801 166 635 3 5 0 9 3 . 3 3 1 .21 
17. S u g a r 15 1 14 1 0 5 8 4 . 2 8 0 .36 
18 . F o o d P r o c e s s i n g 
I n d u s t r i e s 
9 2 4 163 761 9 5 3 2 8 . 3 0 3 .28 
19. R u b b e r G o o d s 242 111 131 1 4 1 7 0 . 2 9 0 .49 
20. L e a t h e r , L e a t h e r 
g o o d s and p i c k e r s 
218 4 4 174 5 7 5 5 . 3 2 0 .20 
21. G l a s s 149 44 105 2 2 8 8 0 . 4 0 0 .79 
22. C e r a m i c s 242 61 181 9 1 3 5 . 3 5 0 .31 
23. C e m e n t and G y p s u m 
p r o d u c t s 
119 43 76 2 1 1 3 9 . 0 6 0 .73 
24. T i m b e r P r o d u c t s 23 3 20 3 6 4 . 4 4 0 .01 
25. S e r v i c e s S e c t o r 1 1 3 4 65 1 0 6 9 1 8 9 9 1 9 . 7 2 6 .53 
26. H o t e l T o u r i s m 702 215 487 5 1 6 6 1 . 9 7 1 .78 
27. T r a d i n g 7 4 9 20 729 3 4 8 2 4 . 3 0 1 .20 
28. M i s c e l l a n e o u s 
I n d u s t r i e s 
2 2 1 4 7 5 9 1455 6 5 5 4 1 . 1 2 2 .25 
S o u r c e : S a m e as T a b l e 7A. 
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Table 10 presents a statement of state-wise break-up of 
foreign collaboration and foreign direct investment proposals 
approved by the government from 1991 to 2003. The table 
indicates the preferences for different states with regard to 
FDI flows. Highest concentration takes place at Maharashtra 
with 17.4 percent of the total FDI and foreign collaboration 
approved during the period. One of the reasons behind this 
might be attributed to its good infrastructure and proximity 
to ocean that resembles good investment climate. Delhi holds 
the second position by acquiring 12 percent of the total. 
Tamil Nadu is the next state attracting 8.5 percent. This may 
be ascribed to the liberal and concessional policy of the state 
government. The fourth state of preference is Karnataka with 
an almost similar proportion of 8.3 percent. Gujarat holds 
the next position due to huge inflows made by Gujarati NRIs. 
Andhra Pradesh holds the next position followed by Madhya 
Pradesh and then the West Bengal. Andhra Pradesh enjoys 
the advantages of the development of software industry that 
has received due consideration of the government. West 
Bengal enjoys the proximity of seaports. Each of the other 
states could have a share of around 1 percentage. 
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Table 10 
Statement on State-wise Break up of Foreign Collaboration 
& Foreign Direct Investment Proposals Approved from 
August 1991 to December 2003 
S . N o S t a t e N a m e No. of A p p r o v a l s A m o u n t of 
FDI 
A p p r o v e d ( R s . 
M i l l i o n ) 
%age with 
total 
a p p r o v e d 
FDI 
T o t a l T e c h . F in . 
01. A n d h r a P r a d e s h 1183 262921 921 1 3 4 , 0 2 5 . 6 1 4 .61 
02. A s s a m 19 15 4 1 4 . 9 5 0 .00 
03. B ihar 49 22 27 7 3 9 7 . 0 5 0 .25 
04. G u j a r a t 1 1 8 4 552 632 1 8 8 1 8 4 . 4 7 6 .47 
05 H a r y a n a 846 3 0 9 537 3 8 6 3 4 . 1 1 1 .33 
06. H i m a c h a l P r a d e s h 98 57 41 1 1 7 4 0 . 1 7 0 .40 
07. J a m m u & 
K a s h m i r 
5 3 2 8 4 . 1 0 0 .00 
08. K a r n a t a k a 2388 488 1 9 0 0 2 3 9 9 6 9 . 9 8 8 .25 
09. K e r a l a 318 69 249 1 5 4 5 7 . 9 1 0 .53 
10. M a d h y a P r a d e s h 240 72 168 9 2 7 1 3 . 5 3 3 .19 
11. M a h a r a s h t r a 4 7 1 3 1295 3418 5 0 7 1 2 1 . 4 1 17 .44 
12. M a n i p u r 1 0 1 3 1 . 8 5 0 .00 
13. M e g h a l a y a 5 0 5 5 2 9 . 6 0 0 .02 
14. N a g a l a n d 2 1 1 3 6 . 8 0 0 .00 
15. O r i s s a 140 50 90 8 2 2 9 3 . 1 3 2 .83 
16. P u n j a b 195 62 133 2 4 2 2 6 . 5 0 0 .83 
17. R a j a s t h a n 338 103 235 3 0 0 7 2 . 4 2 1 .03 
18. T a m i l N a d u 2549 607 1942 2 4 8 1 0 4 . 8 3 8 .53 
19. T r i p u r a 4 1 3 3 0 . 8 8 0 .00 
20. Ut tar P r a d e s h 791 274 517 4 9 1 4 5 . 2 9 1 .69 
21. W e s t B e n g a l 659 198 461 9 2 6 0 6 . 1 8 3 .18 
22. C h a t t i s g a r h 46 30 16 6 3 2 7 . 7 6 0 .23 
23. J h a r k h a n d 79 53 26 1 4 4 5 . 1 5 0 .05 
24. U t t r a n c h a l 51 23 28 1 2 5 6 . 4 9 0 .04 
25. A n d a m a n & 
N i c o b a r 
8 0 8 1 3 7 . 8 7 0 .00 
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26. A r u n c h a l P r a d e s h 2 0 2 1 1 0 . 6 0 0 .00 
27. C h a n d i g h a r h 71 12 59 1 9 5 8 . 9 1 0 .07 
28. D a d a r & N a g a r 
H a v e l i 
72 48 24 1 2 3 9 . 8 0 0 .04 
29. D e l h i 2567 303 2 2 6 4 3 5 1 0 4 6 . 7 5 12 .07 
30 . G o a 231 65 166 9 8 9 7 . 2 7 0 .34 
31. L a k s h a d w e e p 1 0 1 5 .00 0 .00 
32. M i z o r a m 1 0 1 1 5 . 2 2 0 .00 
33. P o n d i c h e r y 127 42 85 1 2 6 3 0 . 6 9 0 .43 
34 . D a m a n & Diu 43 15 28 5 5 4 . 6 4 0 .02 
35 . S t a t e N o t 
I n d i c a t e d 
5 9 8 9 2 5 1 8 3471 7 5 8 5 4 4 . 9 2 26 .09 
G R A N D T O T A L 2 5 0 1 5 7 5 4 9 1 7 4 6 6 2 9 0 7 5 9 1 . 8 3 1 0 0 . 0 0 
Source: Same as Table 7A. 
Table- 11 represents the country-wise break-up of the 
approval of the FDI inflows in India. In addition to the 
yearly average of a period 1991-99 it shows the annual flow 
of 2000. 2001, 2002 and 2003. The last column indicates the 
annual average over the period from 1991 to 2003. It shows 
that as a single country the USA tops the list with a 
percentage of 17.8 percent. The little country Mauritius is the 
second country having an approval of as much As 16.5 
percent. UK is the third country with around 10 percent of 
the total approval. The country comes next is Netherlands 
that holds around 5.5 percent of the share. Thus these four 
countries concentrate h^lf of the total approval of FDI during 
the period under consideration. Among the other countries, 
lapan is the next with 3.8 percentages that follows Germany 
with 2.4 percentages and France with 2.18 percentages. 
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Table 11 
Statement on Country on Country - wise break up Foreign 
Direct Investment Approved (1991- 2003) 
SI. Country Name 1991-99 
(Annual 
Average) 
2000 2001 2002 2003* Shar 
Of Eai 
Count 
01. U.S.A. 5 1 3 1 6 . 0 9 41949 .58 49215.30 20511.22 7623.80 17 6: 
02. Maurit ius 2 4 6 6 4 . 8 2 73229.82 28925.30 18466.06 13658.94 16 4( 
03. U.K. 1 7 7 5 1 . 6 9 4112 .29 49942.45 18043.58 5001.50 9 82 
04. Japan 1 0 1 1 9 . 6 5 8275.44 7352.74 7408.49 3429.74 3 79 
05. Korea (South) 1 0 7 6 6 . 7 8 410 .79 667.57 290.29 615.14 1 32 
06. Nether lands 5 2 1 7 . 2 3 44.55 36935.71 5523.57 5907.70 5 55 
07. Germany 8 7 8 1 . 4 5937.64 4138.91 2531.45 2134.91 2 44 
08. Austral ia 7 2 8 3 . 6 0 7 616.95 843.80 772.77 200.20 1 01 
09. France 5 5 9 4 . 9 2 2 2020.74 6798.08 6228.72 434.09 2 18 
10. Malaysia 6 1 7 8 . 4 6 7 158.83 1057.96 3726.36 350.81 1 19 
11. S ingapore 4 6 2 1 . 9 6 2 3232.44 3798.70 3721.62 2167.72 1 82 
12. Canada 2 6 4 6 . 5 4 1 1544.00 537.55 2860.93 41.53 0 79 
13. Thai land 2 7 3 2 . 0 2 3 3 .75 12.08 0 .10 154.21 0 30 
14. U.A.E. 7 2 1 . 4 8 1 1 500.90 622.14 491.73 405.79 0 28 
15. Saudi Arabia 9 0 2 . 0 8 5 6 2.32 0.50 14.54 40.54 0 10 
16. China 7 9 2 . 1 5 3 3 0.00 0.00 0.10 303.03 0 11 
17. Taiwan 1 4 7 . 4 9 8 9 51.52 5.31 3568.84 1.70 0 39 
18. Qatar 3 5 . 0 3 3 3 3 4300.00 0.00 0.00 7.20 0 45 
19 Newzeland 3 0 9 . 7 4 2 2 2.76 1104.20 5.78 7.31 0 15 
20. Austria 3 0 5 . 2 6 3 3 55.83 77.20 176.71 7.96 0 06 
21. Russia 2 9 7 . 3 5 8 9 0.00 2.95 1.19 0.00 0 03 
22. Mexico 2 8 0 . 4 7 7 8 0.00 0.00 0.00 0.00 0 03 
23. NRI® 8 7 9 5 . 2 9 2 16186.36 6079.55 3604.28 4653.81 4 07 
24. Euro* 
Issues/ADRs 
/GDRs/FCCBs/ 
2 5 1 5 1 . 1 9 
198024 .79 59349.94 816.91 6256.03 
29 99 
T O T A L 195412.76 360661 257467.9 98765.2 53403.7 
100 .0( 
Sou TC6'. SIA News Letter (FDI cell), Depcirtnient of Industrial Policy, 
Ministry of Commerce and Industry, Neiv Delhi, January 2004 
Note: 
1. *Figures for 2003 updated upto 31.12.2003 
2. @ Represents NRI proposals only. 
3. # Represents proposals for American Depository F<eceipts (ADRs), 
Global Depository Receipts (GDRs) & Foreign Currency Convertible Bonds 
(FCCBs) 
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In absolute figures the USA got an approval of Rs. 
34123 million per year on an average and Mauritius Rs 31789 
million per year on an average. This sounds indeed high for a 
single country. The final observation of the table is that India 
failed to ensure any kind of similarity with the proportion of 
each of the countries to the global FDI flows. Among the 
important countries Russia is the one that previously had 
good proportion of FDI inflows in India that only shared 0.3 
percent of the total approval of the FDI in India. 
Table 12 represents the pattern of change in the 
preferences of the government of India to attract foreign 
investment in consideration to the different sectors. It is 
noticeable that there is an obvious relaxation of regulations 
of the government that favours foreign investment in India in 
almost all the sectors. According to the existing system of 
equity participation only seven sectors like drugs, petroleum 
exploration, ISP, e-mail, power users, infrastructure services 
and courier services enjoy the 100 percent equity 
participation. Compared to that, there are as many as 22 
sectors that enjoys the same facility of 100 percent equity 
participation in the proposed form. Only sectors of civil 
aviation, broad-casting, plantation and basic mobile are still 
kept out of the list of preferences of 100 percent equity limit. 
Regarding the formality of prior approval, in the existing 
system there are as many as 24 sectors have to take prior 
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approval from the Foreign Investment Promotion Board 
(FIPB). Compared to that, the proposed policy makes almost 
all of them free from the formality of prior approval except 
basic mobile, up linking plantation, individual house 
building shades and advertising. This clearly demonstrates 
the attitude of the government to favour foreign investment 
without much bothering about the conventional issues of 
protectiveness. 
Table 12 
Sectoral Limits on FDI (2003) 
S . N o . S e c t o r E q u i t y L i m i t s E n t r y R o u t e C h a n g e in 
c o n d i t i o n s 
E x i s t -
i n g 
P r o -
p o s e d 
E x i s -
t i n g 
Pro-
p o s e d 
I . M a n u f a c t u r i n g 
(i) D r u g s 
( r e c o m b i n a n t 
D N A ) 
1 0 0 % 1 0 0 % FIPB A u t o -
m a t i c 
( i i ) P e t r o l e u m 
R e f i n i n g -
P S U 
2 6 % 1 0 0 % F I P B A u t o -
mat i c 
( i i i ) Oi l m a r k e t i n g 74% 1 0 0 % F I P B A u t o -
mat i c 
-
( iv) SSI 2 4 % 4 9 % A u t o -
mat i c 
A u t o -
m a t i c 
E x p o r t 
5 0 % % - > 0 % 
I I . M i n i n g & q u a r r y i n g 
(i) D i a m o n d , 
p r e c i o u s 
s t o n e s 
74% 1 0 0 % A u t o -
mat i c 
A u t o -
m a t i c 
( i i ) P e t r o E x p l o r e : 
s m a l l f i e ld , 
bid 
1 0 0 % No 
c h a n g e 
F I P B A u t o -
mat i c 
( i i i ) P e t r o E x p l o r e ; 
Un i n c o r p JV 
60% 1 0 0 % F I P B A u t o -
mat i c 
( iv) P e t r o E x p l o r e : 
I n c o r p JV 
51% 1 0 0 % F I P B A u t o -
mat i c 
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III C o a l & l i g n i t e 50% 1 0 0 % A u t o -
m a t i c 
Auto-
mat i c 
P o w e r user 1 0 0 % FIPB Auto-
mat ic 
O t h e r User 74% F I P B A u t o -
m a t i c 
( i ) C o a l W a s h e r y 50% 1 0 0 % A u t o -
mat ic 
A u t o -
mat ic 
IV. I n f r a s t r u c t u r e S e r v i c e 
(i) A i r p o r t s 74% 1 0 0 % A u t o -
mat i c 
A u t o -
mat ic 
1 0 0 % FIPB Auto-
mat i c 
( i i ) C i v i l a v i a t i o n 4 0 % 4 9 % F I P B A u t o -
mat i c 
Inc ld 
Fore i gn 
a i r l ines 
( i i i ) T e l e c o m - - - - -
a B a s i c & 
M o b i l e 
4 9 % 74% FIPB No 
c h a n g e 
b T o t a l 
B a n d w i d t h 
74% 1 0 0 % FIPB Auto-
mat i c 
c G a t e w a y 74% 1 0 0 % FIPB A u t o -
mat i c 
d P i p e l i n e Oil & 
G a s 
51% 1 0 0 % FIPB A u t o -
mat i c 
V F i n a n c i a l S e r v i c e s 
(i) B a n k i n g 
( p r i v a t e ) 
4 9 % 1 0 0 % Auto-
mat i c 
No 
c h a n g e 
(ii) I n v e s t i n g 
c o m p a n i e s 
4 9 % 1 0 0 % FIPB Auto-
mat i c 
VI K n o w l e d g e s e r v i c e s 
(i) I n f o r m a t i o n 
T e c h n o l o g y 
- - - - -
a ISP 100% No 
c h a n g e 
F IPB Auto-
mat ic 
b E - m a i l , V o i c e 1 0 0 % No F I P B A u t o - -
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mai l c h a n g e m a t i c 
c R a d i o p a g i n g 74% 1 0 0 % FIPB Auto-
mat i c 
( i i ) B r o a d c a s t i n g -
D T H , K U 
20% 4 9 % FIPB No 
c h a n g e 
R e m o v e 
s u b - l i m i t s 
(FDI , FII) 
a. Up l i n k i n g 49% Non 
c h a n g e 
F I P B No 
c h a n g e 
V I I O t h e r S e r v i c e s 
( i) A d v e r t i s i n g 74% 1 0 0 % FIPB No 
c h a n g e 
( i i ) T r a d i n g 
( e x p o r t , S S I ) 
51% 1 0 0 % F I P B - -
1 0 0 % F I P B A u t o m a 
tic 
( i i i ) C o u r i e r 
s e r v i c e 
1 0 0 % No 
c h a n g e 
F I P B A u t o -
mat i c 
V I I I C u r r e n t l y B a n n e d S e c t o r s 
(i) P l a n t a t i o n s 
( o t h e r ) 
0% 4 9 % - FIPB -
( i i ) R e a l e s t a t e : - - - - -
a C o m p l e x e s 
(all 
c a t e g o r i e s ) 
0% 1 0 0 % A u t o -
mat i c 
b. I n d i v i d u a l 
h o u s e / b u i l d i 
n g / s h e d 
0% 1 0 0 % F I P B 
Source: Report of the Steering Group on Foreign Direct Investment, 
Planning Commission Government of India, New Delhi, Academic 
Foundation, 2002 pp. 16-19 
Table 13 deals with the Sectoral target of foreign direct 
investment under the Five Year Plan (2002-2007). The 
highest priority goes to Telecom sector with an annual 
targeted FDI flow of US $ 2.5 billion followed by power with 
US $ 1.2 billion. LNG (liquid Natural Gas) and Oil 
exploration holds a target of US $ 1.0 billion. Software sector 
holds an equal target of US $1.0 billion. The other sectors of 
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mentioning in the list are financial services, Food & 
Beverages, Transportation and Textiles. 
Table 13 
Sectoral Annual FDI Targets under lO^ h Five Year Plan 
(2002-2007) 
S.No. Sector FDI Target (US$ 
bil l ion) 
01. Telecom 2.5 
02 Power 1.2 
03. Financial Services 0.8 
04. LNG & Oil exploration 1.0 
05. Software & IT enabled 
services 
1.0 
06. Food & beverage 0.4 
07. Transportation 0.4 
08. Textiles 0.3 
09. Ports 0.3 
10. Chemicals & 
Petrochemicals 
0.2 
11. Hotels & tourism 0.2 
12. Real Estate 0.2 
13. Roads 0.2 
14. Civil Aviation 0.2 
15. Disinvestment 0.5 
T O T A L 8.9 
I J O I o — — 
Planning Commission Government of India, Nexv Delhi, 
Academic Foundation, 2002 p.14. 
The discussion above has been confined to the foreign 
investment in general rather than being specifically 
concerned with the automobile sector. The following 
discussion concentrates on automobile and transport sectors. 
Table 14 represents that share of transport industry in the 
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total FDI, share of automobile sector in total FDI and the 
share of automobile in the transport industry 
Table 14 
Share of Automobile Industry in Total FDI and Transport 
Industry 
(1991-2003) 
(In percent) 
Year Share of Share of Share of 
Transport Automobile Automobile 
Industry in 
total FDI 
in Total FDI in Transport 
Industry 
1991 5.31 1.67 31.5 
1992 6.14 0.36 5.9 
1993 5.4 1.3 24.1 
1994 5.6 0.11 2.0 
1995 5 3.44 68.8 
1996 5.8 0.59 10.2 
1997 6.18 0.86 13.9 
1998 8.31 1.86 22.4 
1999 8.28 3.5 42.3 
2000 7.48 0.02 0.3 
2001 7.13 0.95 13.3 
2002 7.38 0.62 8.4 
2003 7.55 4.8 63.6 
Average 6.6 1.5 23.6 
Source • Compiled from: 
1 Various issues of SIA Newsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, New Delhi, 
2 Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , New Delhi 
3 Report of the steering group on FDI in India, Planning Commission, 
Government of India, New Delhi, 2002 
4 Statistical Profile - Society of Indian Automobile Manufacturers (SIAM) 
New Delhi, 2001,02,03. 
5 Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, New Dew, 2003 
6 Facts & Figures, ACMA, New Delhi, 2000,01, 02,03 
7 Various Issues of Monthly Review of Investment Project CMIE-New Delhi, 
2003 
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It can be observed from the table that the percentage of 
transport industry in the total FDI varied from 5.0 to 8.3, the 
average being 6.6 percent. The share of automobile in the 
total FDI varied from 0.02 percent to 4.8 percent. The average 
is 1.5 percent. Thus only around 2 percent of the FDI could 
have been attracted by the automobile sector whereas the 
transport industry as a whole could have attracted around 
6.6 percent. The share of automobile industry in the transport 
sector varied between 2.0 percent and 68.8 percent. The 
average share of automobile investment in the total transport 
industry is 23 percent. This signifies the importance of the 
automobile industry in the overall development of the 
transport sector. 
The other industry that is also a part of the automobile 
sector is the industry of auto-components. Table 15 shows 
the FDI flows in the auto-components in relation to the 
transport sector as a whole. The auto-components industry is 
comprised of ancillary, auto-components and auto-parts. The 
FDI flows in the transport sector have been discussed earlier 
in reference to table 14 that showed an average concentration 
of 6.6 percent of the total FDI in the transport sector. The FDI 
flows in the industry pf auto-compq^^^f^ts varied between 
0.14 percent and 0.96 percent during the period. The annual 
average is only 0.4 p^r^ent. The share of auto-components in 
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the transport sector varied between 2.53 percent and 12.2 
percent. 
Table 15 
Statement of share of Auto-components Industry in 
Total FDI and Transport Industry 
(1991-2003)=^ 
Year Share of Share of Auto- Share of Auto-
Transport components in components in 
Industry in FDI Transport 
Total FDI Industry 
1991 5.31 0.14 2.64 
1992 6.14 0.18 2.93 
1993 5.4 0.16 2.96 
1994 5.6 0.15 2.68 
1995 5 0.17 3.40 
1996 5.8 0.16 2.76 
1997 6.18 0.18 2.91 
1998 8.31 0.21 2.53 
1999 8.28 0.96 11.59 
2000 7.48 0.84 11.23 
2001 7.13 0.81 11.36 
2002 7.38 0.9 12.20 
2003 7.55 0.89 11.79 
Average 6.6 0.4 6.2 
Source Compiled from: 
1 Various issues of SIA Neivsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, New Delhi, 
2 Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , Nexv Delhi. 
3 Statistical Profile - SIAM, Neio Delhi, 2001,02,03. 
4 Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Neiv Dew, 2003 
5 Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
6 Various Issues of Monthly Review of Investment Project CMIE-New 
Delhi, 2003 
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The annual average is 6.2 percent. A further enquiry 
shows that there has been a gradual increase in the 
proportion of auto-components in the transport sector during 
the period and during late nimieties it has taken a proportion 
of around 10 percent in most of the years. This indicates the 
growing importance of the auto-components industry as an 
independent industry of the automobile sector as a whole. 
This receives due attention in the next chapter as the 
industry is dealt as an independent industry from the 
automobile industry. 
4. Policy impediments to FDI in India 
It has been observed that in absolute figures the FDI 
flows in India is impressive but compared to the global flows 
the share of India is far from satisfaction. The review 
presents broad generalizations based on the perceptions of 
potential foreign investors and independent consultants who 
interact closely with them. Some of the factors mentioned, 
may be based on past experience that is no longer valid 
because of recent improvements. Our objective is to extract a 
kernel of truth from these perceptions so as to help improve 
our policy and procedures even further. Some of the policy 
impediments are as follows:^ 
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1. Attitude of foreign investors towards India 
2. Policy Framework and FDI Policy 
3. Domestic Policy and Procedures 
4. Foreign Investment Promotion Board 
5. Quality of infrastructure 
6. Obstacles and Delays 
1. Attitude of foreign investors towards India 
There has been some real changes in the approach of the 
government of India towards foreign investment particularly 
since nineties. There is a lingering perception abroad that 
foreign investors are still looked at with some suspicion. 
There is also a view that some unhappy episodes in the past 
have a multiplier effect by adversely affecting the business 
environment in India. Besides the "Made in India" label is 
not conceived by the world as synonymous with quality.lo 
When a foreign investor considers making any new 
investment decision, it goes through four stages in the 
decision making process and action cycle, namely, (a) 
screening, (b) planning, (c) implementing and (d) operating 
and expanding. On the other hand China is viewed as 'more 
business oriented' its decision making is faster and has more 
FDI friendly policies (ATK 2001). Despite a very similar 
historical mistrust of foreigners and foreign investment 
arising from colonial experience, modern (post 1980 China) 
differs fundamentally from India. Its official attitude to FDI, 
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reflected from the highest level of government (PM, 
President) to the lowest level of government bureaucracy 
(provinces) is one of consciously enticing FDI with a warm 
welcome. They recognize the multifaceted and mutual 
benefits arising from FDI.^^ 
All investments, foreign and domestic are made under 
the expectation of future profits. The economy benefits if 
economic policy contributes to the congenial investment 
climate of the economy. This fosters competition, creates a 
well functioning modern regulatory system and discourages 
'artificial ' monopolies created by the government through 
entry barriers. A recognition and understanding of these 
facts can result in a more positive attitude towards FDI. 
2. Policy Framework and FDI Policy 
Most of the problems for investors arise because of 
domestic policy, rules and procedures and not for the FDI 
policy per se or its rules and procedures. The FDI policy, 
which has a lot positive features, is summarized first, before 
highlighting the domestic policy related difficulties that are 
commonly the focus of adverse comment by investors and 
intermediaries. India has one of the most transparent 
and liberal FDI r e g i m e s ^ ^ among the emerging and 
developing economies 
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3. Domestic Policy and P r o c e d u r e ^ ^ 
The domestic policy framework affects all investment, 
whether the investor is Indian or foreign. To an extent, 
foreign companies or investors that have set up an Indian 
company or Joint Venture have become indigenized and thus 
can operate more or les competitively with other Indian 
company. They adjust themselves to the milieu. This is not, 
however, true of foreign direct investors who are coming into 
India for the first time. To the uninitiated the hurdles look 
daunting and the complexity somewhat perplexing. 
Among the policy problem that have been identified by 
surveys as acting as additional hurdles for FDI are laws, 
regulatory systems and Governments monopolies that do not 
have contemporary relevance. Similarly labour laws 
discourage the entry of green field FDI because of the fear 
that it would not be possible to downsize if and when there 
is a downturn in business. Labour laws, rules and procedures 
have led to deterioration in the work culture and the 
comparative advantage that is even beginning to be 
recognized by responsible Trade Unions. Pursuant to the 
announcement in the 2001-02 budget that labour laws would 
be reformed, a Group of Ministers was set up to work out the 
modalities. The Labour Commission has in the meanwhile 
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also submitted its report. The Group of Ministers will 
suggest specific changes in the laws for the approval of the 
Cabinet. 
Week credibility of regulatory systems and multiple 
and conflicting roles of agencies and government has an 
adverse impact on new FDI investors, which is greater than 
on domestic investors. All monopolistic have a strong self-
interest in preventing new entrants who can put competitive 
pressure. In the past, government monopoly in infrastructure 
sectors has slowed down policy reform. FDI was discouraged 
by the feat the pressure exerted by government monopolies 
through their parent departments would bias the regulatory 
system against new private competitors. As regulatory 
systems and procedures move up the learning curve, initial 
problems stemming from lack of regulatory 
knowledge/experience in sectors such as Telecom have been 
gradually overcome. Similarly, in the past, strategy and 
implementation problems connected with disinvestment 
created great uncertainty and increased policy/regulatory 
risk, resulting in a lack of interest of FDI investors in bidding 
for these companies. With a much clearer strategy and 
effective implementation over the past year and a half, there 
should be better inflow on this account. 
According to some consultants, in the banking sector, 
controls on activity dampen FDI inflows. It is alleged that 
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persistent feats of impending "fiscal crisis" is another 
constraint, and that a well articulated strategy for medium 
term fiscal consolidations would address these concerns. The 
absence of product patents in the chemicals sector has 
reduced inflows into the drugs and pharmaceutical sectors. 
Though the foreign trade and tariff regime for Special 
Export Zones (SEZs) approximates a genuine free trade zone, 
the other elements of the policy framework and procedures 
remain virtually the same as in the Domestic Tariff Area. The 
SEZs are therefore still not fully on par with the Export 
Zones of china with respect to Labour Intensive production. 
According to Boston Consulting Group, investors find it 
frustrating to navigate through the tangle of bureaucratic 
controls and procedures. The time taken for 
application/bidding/approval of FDI projects was too long. 
Multiple approvals, excessive time taken (2-3 years) such as 
in food processing and long lead times of up to six months 
for license for duty free exports, lead to "loss of investors" 
confidence despite promises of a considerable market size."^5 
According to a CII study, a typical power project 
requires 43 Central Government clearances and 57 State 
Government level (including the local administration) 
clearances. Similarly, the number of clearances for a typical 
mining project are 37 at the Central Government level and 47 
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at the State Government level. Though the number of 
approvals/clearances may not always be much lower in the 
OEDC countries such as the USA and Japan the regulatory 
process is transparent with clear documentation 
requirements and decision rules based largely on self-
certification, and generally implemented through the legal 
profession. The Government has set up an inter-
ministerial Committee to examine the existing procedures for 
investment approvals and implementation of projects and 
suggest measures to simplify and expedite the process for 
both public and private investment. The committee, which 
was wet up in September 2002, has submitted Part I of its 
report (dealing with public sector projects) to the 
Government, which is under examination. A sub-Group of 
the Committee is specifically looking into simplification of 
procedures relating to private investments^^ 
The FICCI (2001) study similarly cities centre-state 
duality as creating difficulties at both the approval and 
project implementation stages. These studies find that the 
bureaucracy in general is quite unhelpful in extending infra-
structural facilities to any project that is being set up. This 
leads to time and cost overruns. At an operational level, 
multiple returns have to be field every month. One effect of 
these bureaucratic delays is the low levels of realization of 
FDI inflows vis-a-vis the proposals cleared (CII). Although 
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the realization rate has improved to 45 per cent in 2000-01 
compared to 21 per cent in 1997, it remains a matter of 
concern. The precise reason for the low levels of realization 
is the past approval procedures, which has in the past played 
havoc with project implementation. 
4. Foreign Investment Promotion Board 
The delays mentioned by foreign investors are not at 
the stage of FDI approval per se i.e. at the entry point 
whether through RBI automatic route of FIPB approval. The 
FIPB considers application on the basis of notified guidelines 
and disposes them within a 6-8 week time timeframe, as has 
been laid down by the Cabinet. The entire process of FIPB 
applications, starting from their registration through to 
listing on FIPB agenda and their final disposal and dispatch 
on official communication is placed on the website, which 
adds to the transparency of decision-making and enhances 
investor confidence. Similarly, the underlying advisory 
support in the form of online chat facility and dedicated e-
mail facility for existing and prospective investors has 
created an investor friendly image. A FICCI Study on, 
"Impediments to Investment" (January 2002)) has 
acknowledged that the Central level FIPB clearances have 
been successfully streamlined. The FIPB approval system has 
also rated as world class by independent surveys conducted 
by CII and JICA.i^ 
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The FIIA framework has also strengthened recently by 
adoption of a six-point strategy. This includes close 
interaction with companies at both operational and board 
room level, follow up with administrative ministers. State 
Governments and other concerned agencies and sector 
specific approach in resolving investment related problems. 
The major implementation problems are encountered at the 
state level, as project that the Regional meetings for foreign 
investors under the FIIA chaired by the Industry Secretary 
are now turning out to be problem-solving platforms. 
5. Quality of Infrastructure 
Poor infrastructure affects the productivity of the 
economy as a whole and hence its GDP/per capita GDP. It 
also reduces the comparative advantage of industries that are 
more intensive in the use of such infrastructure. In the 
context of FDI, poor infrastructure has a greater effect on 
export production than on production for the domestic 
market. FDI directed at the domestic market suffers the same 
handicap and additional costs as domestic manufactures that 
are competing of the domestic market. Inadequate and poor 
quality roads, railroads and pores, however raise export 
costs vis-a-vis global competitors having better quality and 
lower cost infrastructure. As a foreign direct investor 
planning to set up an export base in developing/emerging 
economies has the option of choosing between India and 
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other locations with better infrastructure, India is 
handicapped in attracting export oriented FDI.i^ 
Poor infrastructure is found to be the most important 
constraint for construction and engineering industries, "Law 
, rules, regulations relating to infrastructure are sometimes 
missing or unclear e.g. LNG and the power sector is beset 
with multiple problems such as State monopoly, bankruptcy 
and weak regulators" (McKinsey 2001) 
6. Obstacles and Delays 
Taxes levied on transportation of gods from State to 
State (such as control and entry tax) adversely impact the 
economic environment for export production. Such taxes 
impose both cost and time delays on movement of inputs 
used in production of export products as well as in transport 
of the latter to the ports. Differential sale and excise taxes 
(States and Centre) on small and large companies are found 
to be a deterrent to FDI in sectors such as textiles (McKinsey 
2001). Investments that could raise the productivity and 
quality of textiles and thus make them competitive in global 
yiarkets remain unprofitable because they cannot overcome 
the tax advantage given to small producers in the domestic 
market. 
Globally the service sector received 43 per cent of total 
investment in emerging markets in 1997. As this is a State 
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subject, the States have to take the lead in simplifying and 
modernizing the policy and rules relating to this sector. At 
the local level (sub-state) issues pertaining to land 
acquisition, land use change, power connection, building 
plan approval are sources of project implementation delay. 
The State level issues are also being considered by the 
Govindarajan committee with a view to seeing how they can 
be alleviated. 
Though India's Anglo Saxon legal system as codified is 
considered by many legal experts to be superior to that of 
many other emerging economies it is often found in practice 
to be an obstacle to investment. One of the reasons for the 
inordinate delay is the interlocutory procedures that 
characterize judicial procedures.20 
5. Conclusion 
The present chapter concentrated on the FDI flows in 
India with its policy implication and practises. It has been 
observed that in absolute figures foreign direct investment in 
India has experienced considerable growth but compared to 
the global growth of FDI in India lagged behind many of the 
countries. India attracts only around 1 percent of the FDI 
flows of the world whereas the country is the largest 
economy in the world. Even a country like Malaysia with 
considerable adverse attitude towards foreign investment 
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could attract as much as around 5 percent of the global FDI 
flows. China could have attracted around one-fourth of the 
global foreign investment. This indicates that India, despite 
its economic liberalization in as early as 1991, failed to 
attract foreign investors during the period under study. 
The proportion of FDI to GDP is remarkably lower for 
India than that of most of the concerned countries (Table 5). 
India is the 12'^ largest country in the world in terms of GDP 
(at current exchange rates) but is able to attract FDI equal to 
only 0.9 per cent of its GDP in 2001. In contrast FDI inflows 
into Vietnam were 6.8 per cent of its GDP in 2000. Even 
Malaysia, which has recently developed an image of being 
somewhat against the globalization paradigm, receives FDI 
equal to 3.9 per cent of its GDP. Similarly, China attracts FDI 
equal to 3.8 per cent of its GDP. Thailand, which has a 
relatively low FDI. GDP ratio among the major developing 
country recipients of FDI, had a ratio four times that of India 
in 2000. 
The sector-wise break-up of foreign investment & 
technical collaboration approved during the period from 1991 
to 2003. The most leading sector is the fuel (power and oil) 
that received an approval of Rs 777843 million. By itself it 
shared 26.75 percent of total amount approved. This indicates 
the top priority of the government for power sector for FDI 
flows. Next comes telecommunication sector. It received an 
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approval of Rs 572555 million that bagged 19.7 percent of the 
total amount approved. This follows the sector of electrical 
equipments that received an approval of 9.9 percent. 
Transport comes next with 7.76 percent of the approval of the 
government. Service sector has also registered a good share 
of 6.5 percent. Metallurgical industry shared an approval of 
5.3 percent. Chemical (excluding fertilizers) attracted a share 
of 4.5 percent. The food processing industry shared to an 
extent of 3.2 percent of the total FDI approval during the 
period. Each of the other sectors shared only around 1 
percent of the approval of the government. 
Among the different investing countries in investing in 
India, USA tops the list with a percentage of 17.8 percent. 
The little country Mauritius is the second country having an 
approval of as much As 16.5 percent. UK is the third country 
with around 10 percent of the total approval. The country 
comes next is Netherlands that holds around 5.5 percent of 
the share. Thus these four countries concentrate half of the 
total approval of FDI during the period under consideration. 
Among the other countries, Japan is the next with 3.8 
percentage that follows Germany with 2.4 percentage and 
France with 2.18 percentage. In absolute figures the USA got 
an approval of Rs. 34123 million per year on an average and 
Mauritius Rs 31789 million per year on an average. This 
sounds indeed high for a single country. 
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It has been observed that the percentage of transport 
industry in the total FDI varied from 5.0 to 8.3 during the 
period under study, the average being 6.6 percent. The share 
of automobile in the total FDI varied from 0.02 percent to 4.8 
percent. The average is 1.5 percent. Thus only around 2 
percent of the FDI could have been attracted by the 
automobile sector vvrhereas the transport industry as a whole 
could have attracted around 6.6 percent. The share of 
automobile industry in the transport sector varied between 
2.0 percent and 68.8 percent. The average share of automobile 
investment in the total transport industry is 23 percent. This 
signifies the importance of the automobile industry in the 
overall development of the transport sector. 
The other industry that is also a part of the automobile 
sector is the industry of auto-components. The auto-
components industry is comprised of ancillary, auto-
components and auto-parts. The FDI flows in the industry of 
auto-components varied between 0.14 percent and 0.96 
percent during the period. The annual average is only 0.4 
percent. The share of auto-components in the transport 
sector varied between 2.53 percent and 12.2 percent. The 
annual average is 6.2 percent. A further enquiry shows that 
there has been a gradual increase in the proportion of auto-
components in the transport sector during the period and 
during late nimieties it has taken a proportion of around 10 
175 
A?t Appraisal of Foreign Direct Investment (FDI) 
in India since Economic Liberalization 
percent in most of the years. This indicates the growing 
importance of the auto-components industry as an 
independent industry of the automobile sector as a whole. 
This receives due attention in the next chapter as the 
industry is dealt as an independent industry from the 
automobile industry. 
It has been observed that in absolute figures the FDI 
flows in India is impressive but compared to the global flows 
the share of India is far from satisfaction. There are certain 
impediments that must have contributed to the poor flows of 
FDI in India. Some of the policy impediments are: (1) 
Attitude of foreign investors towards India, (2) Policy 
Framework and FDI Policy, (3) Domestic Policy and 
Procedures, (4) Foreign Investment Promotion Board, (5) 
Quality of infrastructure and (6) Obstacles and legal Delays. 
The present chapter has been concerned with the FDI 
flows in general with certain reference to the automobile 
sectors. The next chapter deals with the relation between the 
FDI flows and the growth of the automobile sector in India. 
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Chapter - 6 
A Statistical Approach to Foreign Direct 
Investment in Automobile Industry in 
India: Test of Hypotheses 
1. Introduction 
The present chapter aims at exploring the nature of 
interrelation between the foreign direct investment in India 
and the automobile industry. The FDI inflows in India are the 
variable in consideration. The automobile sector is bifurcated 
into the pure automobile industry and the auto-components 
as has been defined in the last chapter. The present chapter is 
accordingly divided into two sections: one for the automobile 
industry and the other for the auto-components industry. 
The analysis of the chapter concentrates on the absolute 
figures first and then provides a statistical analysis of the 
same. As has been mentioned in the introductory chapters, 
some hypothesis needs to be tested with regard to the role of 
FDI in the automobile sector. For conveniences of discussion 
the specific hypothesis should be mentioned here again. 
1. Investment in the auto-sector is functionally 
dependent on the FDI flows in the sector. 
2. FDI flows contribute the production of the sector in a 
functional manner. 
A Statistical Approach to Foreign Direct Investment in Automobile 
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3. FDI flows in the sector plays a statistically 
significant role in the promotion of sales per 
company of the sector. 
4. Export of automobile sector is functionally 
dependent on the FDI flows in the sector. 
5. Profitability of the automobile sector is an outcome 
of the FDI flows in the sector. 
6. Concentration of FDI flows in the automobile sector 
is responsive to the profitability of the sector. 
7. Employment in the automobile sector is statistically 
dependent on the FDI flows in the sector. 
The test of hypothesis is done by means of the F-ratio of 
the regression equation to focus on the form of empirical 
regression. The role of the independent variable is tested by 
the t-test at 5% level of the coefficient of the respective 
variable. The coefficient of determinants also provides an 
idea of the nature of the hypothesised relation. 
Section A 
The present section is concerned with one of the two 
industries comprising the automobile sector, viz., the 
automobile industry. The other industry is of 
autocomponents industry which is left for the second section. 
The variables under consideration include production, 
investment, sales, profitability, exports and employments. 
A Statistical Approach to Foreign Direct Ini^estrnent in Autonwhile 
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Efforts have also been made to present a profile of 
comparison between the total FDI in India and the FDI flows 
in the automobile industry. 
Table l A shows the approval of the foreign direct 
investment for India in total and in the automobile industry. 
It is noticeable from the table that in 1991 the approval for 
FDI in India was only Rs 5340 million and over the period it 
observed an increasing trend to a take a figure of Rs. 60500, 
which is almost 12 times that of the figure of 1991. During 
the period under consideration it has observed some 
fluctuations in the form that the minimum figure was R. 5340 
and the maximum figure was Rs 548910 million. The growth 
rate indicates considerable fluctuations both in positive and 
negative rates. It demonstrates that the approval is dictated 
by the external sources rather than an internal factor. The 
statistical description of total FDI and FDI in automobile 
sector in terms of Mean, standard deviation, t-ratio, 
coefficient of variance, minimum and maximum and the 
annual average growth rate. The average FDI takes a value of 
Rs 223741 million with a standard deviation of Rs 161881 
million. The t-ratio suggests that the estimate is not 
statistically significant at 5 % level. The coefficient of 
variance is as high as 72 percent suggesting the fluctuating 
nature of the variable. The growth rate is 71 percent per 
annum. The flow in automobile takes a Mean of Rs 3791 
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million and a standard deviation of Rs 3396 million. The t-
ratio is however not significant at 5% level. The fluctuations 
are demonstrated by the coefficient of variance of 90 percent. 
The growth rate is as high as 203 percent per annum during 
the period. One of the reasons behind such high growth rate 
is the big difference between the minimum and maximum 
figures of FDI flows in the automobile industry. The 
minimum is Rs 89 million of 1991 and the maximum is Rs 
9845 million in 1999. 
Table lA 
Foreign Direct Investment (FDI) Approved in Automobile 
Industry 
(1991-2003) 
(Rs. in million) 
Year Tota l FDI Tota l 
Amount of 
FDI in 
Automobi le 
Growth in 
FDI Tota l 
Growth in 
FDI 
Automobi le 
1991 5340 89.10 
1992 38880 1415.1 628.09 1488.22 
1993 88590 1165.08 127.85 -17.67 
1994 141870 1573.5 60.14 35.06 
1995 320720 11028.38 126.07 600.88 
1996 361470 2162.64 12.71 -80.39 
1997 548910 4712.04 51.85 117.88 
1998 308140 5726.79 -43.86 21.54 
1999 283670 9845.36 -7.94 71.92 
2000 370390 3516.02 30.57 -64.29 
2001 268750 4451 -27.44 26.59 
2002 111400 686.64 -58.55 -84.57 
2003 60500 2904.88 -45.69 323.06 
Source : Compiled from: 
1. Various issues of SIA Newsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, Nexv Delhi, 
A Statistical Approach to Foreign Direct Ini^estrnent in Autonwhile 
Indus tn j in India: Test of Hypotheses 
2. Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India, Neiv Delhi. 
3. Report of the steering group on FDI in India, Planning Commission, 
Government of India, New Delhi, 2002 
4. Statistical Profile - Society of Indian Automobile Manufacturers 
(SIAM), Neiv Delhi, 2001,02,03. 
5. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Nexv Deiv, 2003 
6. Facts & Figures, ACMA, Nexv Delhi, 2000,01, 02,03. 
7. Various Issues of Monthly Review of Investment Project CMIE-New 
Delhi, 2003 
Table IB: 
Statistical Description of FDI in total and FDI in 
Automobile 
Total FDI FDI in Automobile 
Mean 223741 3791 
Stand Dev 161881 3396 
t-ratio 1.4 1.1 
CV % 72 90 
Minimum 5340 89 
Maximum 548910 9845 
AAGR 71 203 
Table 2 shows the nature of the foreign direct 
investment in the automobile industry. It has been bifurcated 
in terms of technical and financial nature. In totals there are 
822 FDI projects in the automobile sector that got the 
approval. The amount involved is Rs51171 million. Out of 
the 822 projects 423 were of technical nature and 399 of 
financial nature. The proportion of technical nature is 51 
percent and that of financial nature is 49 percent. It seems 
that foreign direct investment in automobile industry takes 
the advantages of both the constraints of poor capital 
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formation and technological backwardness of the economy of 
India. 
Table 2 
FDI Inflows in Automobile Industries 
Technical (Number of 
Approvals) 
423 
Financial (Number of 
Approvals) 
399 
Total (Number of Approvals) 822 
Amount of FDI Approved 
(Rs. in million) 
51171.45 
Percentage with total 
Approved amount of the 
Total Transport Industry 
1.76% of 7.55% I 
* 
* * upto 01.08.1991 
upto December 2003 
Source : Compiled from: 
1. Various issues of SIA Neivsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, Neiv Delhi, 
2. Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , Neiv Delhi. 
3. Report of the steering group on FDI in India, Planning Commission, 
Government of India, Neiv Delhi, 2002 
4. Statistical Profile - Society of Indian Automobile Manufacturers 
(SIAM), New Delhi, 2001,02,03. 
5. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Neiv Dexv, 2003 
6. Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
7. Various Issues of Monthly Review of Investment Project CMIE-Nezv 
Delhi, 2003 
2. Investment in Automobile industry and the flow of 
FDI 
The automobile investment and the FDI flow in 
a^ l^^ t^ omobile industry have been shown in Table 3A. It has 
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Table 3 A 
Statement of Investment in Automobile Industry 
(1991-2003) 
(Rs. in million) 
Year Investment of Amount of Share of FDI 
Automobile FDI In in the 
Industry Automobiles Automobile 
investment 
1991 90504 89 0.1 
1992 94482 1415 1.5 
1993 98462 1165 1.2 
1994 109404 1573 1.4 
1995 124100 11028 8.9 
1996 135010 2162 1.6 
1997 141880 4712 3.3 
1998 151081 5726 3.8 
1999 154020 9845 6.4 
2000 169042 3516 2.1 
2001 182084 4451 2.4 
2002 240106 686 0.3 
2003 309908 2904 0.9 
Mean 153853 3790 2.6 
Stand dev. 62446 3396 3 
t-raio 2.5 1.1 1.0 
CV % 41 90 96 
Source : Compiled from: 
1. Various issues of SIA Newsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, Neiv Delhi, 
Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , Neiv Delhi. 
Report of the steering group on FDI in India, Planning Commission, 
Government of India, New Delhi, 2002 
Statistical Profile - Society of Indian Automobile Manufacturers 
(SIAM), New Delhi, 2001,02,03. 
Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Neiv Dew, 2003 
Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
Various Issues of Monthly Review of Investment Project CMIE-New 
Delhi, 2003 
2. 
3. 
4. 
5. 
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been observed that the automobile investment was Rs 90,504 
million in 1991 and through a gradual increase that happened 
to be Rs 309,908 million. The flow of FDl in automobile 
industry was only Rs 89 million in 1991 and increased to Rs 
2904 million in 2003. The share of FDl in the total investment 
of automobile was 2.6 percent on an average. The Mean of 
the automobile industry investment is Rs. 153853 million 
with a standard deviation of Rs 62446 million. The t-ratio 
suggests that the estimate is not significant. The Mean of the 
FDl flows in the automobile is Rs 3790 million with a 
standard deviation of Rs 3396 million. The t-ratio is equally 
poor to be statistically significant at 5% level. The coefficient 
of variance is 41 percent in case of the investment in 
automobile industry and 90 percent in case of the FDl flows 
to demonstrate the instable nature of FDl flows in the 
industry. 
An attempt has been made to explore the relation 
between the investment in automobile industry and the FDl 
flows in automobile industry. It is hypothesized that the 
changes in the investment of automobile is functionally 
depended on the FDl flows in automobile industry. In view 
of the fact that the investment of automobile industry 
depends on a number of variables, in addition to the FDl 
flows there are other variables that have been taken under 
consideration. Time is an independent variable that has been 
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mentioned in the methodology of the study. The other 
independent variable is the lagged variable of the automobile 
investment. The estimates of the empirical multivariate 
regression are represented in table 3b. The dependent 
variable is the investment in automobile industry and the 
independent variable is the foreign direct investment in the 
automobile industry, time and the lagged variable. It has 
been observed that the regression function takes an F-value 
of 86 which is statistically significant at 5% level. It seems 
that functional relation assumed by the empirical regression 
line is true that the investment in automobile industry is 
explainable by the FDI flows in the industry. However the 
coefficient of determinants shows that 97 percent of the 
variation of the dependent variable could have been 
explained by the fit. 
Table 3 B: 
Regression Estimates of Automobile Investment against the 
FDI flows 
Intercept FDI 
flow 
Time Lagged R 
square 
F 
ratio 
Coefficient -45831 -1.5 -3353 1.7 97% 86* 
t-ratio -2.3 -1.3 -0.9 5.9 - -
Most of the coefficients of independent variables are 
not statistically significant. Only the lagged variable is 
statistically significant at 5% level. It seems that the 
investment in the automobile industry is more dominant by 
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the variables not incorporated in the empirical regression 
equation. The FDI flows in the automobile industry fails to 
explain the variation in the investment of the industry. 
3. Production of Automobile Industry and the Flow of 
FDI 
Table 4A shows the production of automobile industry 
during the period and the flow of FDI in automobile 
industry. The production figures indicate that in 1991 the 
figure was 2037573 where as that increased to 5599680 in 
2003. The Mean of the variable is Rs 3816296 million and the 
standard deviation is Rs 1305740 million. The t-ratio is 2.9 
suggesting that the Mean is statistically significant at 5% 
level. The variable is considerably stable as is demonstrated 
by a low coefficient of variance of 34 percent. 
It is tempting to find out whether the production of 
automobile industry is a function of the foreign direct 
investment concentrated in the sector. The null hypothesis is 
that the production of automobile industry is a function of 
the FDI flows in the sector. The dependent variable of the 
regression is the automobile production. The independent 
variables are the FDI flows in the sector, time and a lagged 
variable of the production of the industry. The regression 
parameters are represented in Table 4B. It can be noticed that 
the regression gives a good fit. The F-statistic suggests that 
the null hypothesis of untrue relation should be rejected at 5 
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% level. The coefficient of determinant is as high as 0.97 to 
indicate that as much as 97 percent of the variation in the 
production of the automobile industry could have been 
explained by the regression equation. However the 
coefficients of slopes are not statistically significant in 
general. 
Table 4 A 
Statement of Production of Automobile Industry 
(1991-2003) 
Year Production 
(In Numbers) 
FDI in 
Automobile 
(Rs. in Million) 
1991 2037573 89.10 
1992 1863713 1415.1 
1993 2109176 1165.08 
1994 2676957 1573.5 
1995 3340745 11028.38 
1996 3949591 2162 .64 
1997 3944667 4712 .04 
1998 4133582 5726 .79 
1999 4624961 9845 .36 
2000 4 9 6 0 6 6 6 3516.02 
2001 5091769 4451 
2002 5278769 686 .64 
2003 5599680 2904 .88 
Mean 3816296 3790 
Stand dev. 1305740 3396 
t-raio 2.9 1.1 
CV % 34.2 90 
Source : Compiled from: 
1. Various issues of SIA Newsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, New Delhi, 
Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , New Delhi. 
2. 
A Statistical Approach to Foreign Direct Investment in Automobile 
Industry in India: Test of Hypotheses 
3. Report of the steering group on FDI in India, Planning Commission, 
Government of India, New Delhi, 2002 
4. Statistical Profile - Society of Indian Automobile Manufacturers 
(SIAM), Neiv Delhi, 2001,02,03. 
5. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Neiv Deio, 2003 
6. Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
7. Various Issues of Monthly Revieio of Investment Project CMIE-Nexv 
Delhi, 2003 
Only in case of time that the coefficient is statistically 
significant and that also not at 5% level but at 10% level. The 
FDI flows however is not statistically significant to indicate 
that the production in the automobile industry could not be 
explained by the FDI flow in the industry. 
Table 4B: 
Regression Estimates of Automobile Production against the 
FDI Flows 
Source Intercept FDI 
flow 
Time Lagged R 
square 
F 
ratio 
Coefficient 843412 32.98 197878 0.41 97% 117* 
t-ratio 2.4 1.7 2.1 1.5 - -
4, Automobile sales and the flow of FDI 
Table 5A represents the profile of sales of the 
automobile industry during the period under study. The 
sales figures are shown in number as well as in volume of 
rupees per company. It has been observed that the figure 
sales of the industry was 2211776 in 1991 and through a 
gradual increase took a figure of 6090760 in 2003. The 
increase is around 3 times over the period. The sales in 
A Statistical Approach to Foreign Direct Ini^estrnent in Autonwhile 
Indus tn j in India: Test of Hypotheses 
Table 5 A 
Sales Trends in Automobile Industry 
(1991-2003) 
Year Sales in Average Sales FDI in 
Numbers per company Automobile 
(in million (Rs. in 
Rupees) million) 
1991 2211776 650 89.10 
1992 2027964 655 1415.1 
1993 2258024 585 1165.08 
1994 2828267 5030 1573.5 
1995 3517531 5139 11028.38 
1996 4083277 6122 2162.64 
1997 4240597 5735 4712.04 
1998 4374707 5878 5726.79 
1999 4974268 7674 9845.36 
2000 5208456 7653 3516.02 
2001 5509460 8557 4451 
2002 5970809 8169 686.64 
2003 6090760 8331 2904.88 
Mean 4099684 5398 3790 
Stand 
Dev 1436034 2969 3396 
t-ratio 2.9 1.8 1.1 
CV % 35 55 90 
Source : Compiled from: 
1. Various issues of SIA Nexvsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, Neiv Delhi, 
2. Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , Neiv Delhi. 
3. Report of the steering group on FDI in India, Planning Commission, 
Government of India, New Delhi, 2002 
4. Statistical Profile - Society of Indian Automobile Manufacturers 
(SIAM), New Delhi, 2001,02,03. 
5. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, New Dew, 2003 
6. Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
7. Various Issues of Monthly Review of Investment Project CMIE-New 
Delhi, 2003 
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rupees per company had an increasing trend from Rs. 650 
million in 1991 to Rs 8331 million in 2003. The mean of the 
sales in number takes a figure of 4099684 with a standard 
deviation 1436034. The t-ratio is 2.9 suggesting that the 
estimates are significant at 5% level. The coefficient of 
variance is as impressive as 35 percent. Regarding the sales 
in rupees per company, the Mean is Rs. 5398 million with a 
standard deviation of Rs 2969 million. The t-ratio however is 
not impressive enough and suggests that estimate is not 
significant at 5% level. 
Table 5B: 
Regression Estimates of Automobile Sales in Number 
against the FDI Flows 
Intercept FDI 
flow 
Time Lagged R 
square 
F 
ratio 
Coefficient 1018393 28.3 277123 0.26 98% 171* 
t-ratio 2.8 1.6 2.6 0.9 - -
The regression parameters of sales in number against 
the FDI flows, time and lagged variables are presented in 
Table 5B. It can be observed from the table that the F-ratio 
indicates that the null hypothesis of untrue relation should 
be rejected at 5% level. The coefficient of determinant 
explains as much as 98 percent of the variation in the sales of 
auto products. However the coefficient of FDI is not 
statistically significant. The coefficient of time is however 
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significant at 5% level. It seems that the sales of automobile 
are more like an outcome of time rather than any other 
variables. 
Table 5C: 
Regression estimates of automobile sales in rupees against 
the FDI flows 
Intercept FDI 
flow 
Time Lagged R 
square 
F 
ratio 
Coefficient 296.8 0.13 556 0.15 85% 15.6* 
t-ratio 0.3 1.06 1.8 0.4 - -
A similar effort has been made to explain the sales per 
company against the similar forms of independent variables. 
The F-ratio suggests that the hypothesis of untrue relation 
should be rejected at 5% level. The coefficient of determinant 
indicates that as much as 85 percent of the variation in the 
dependent variable has been explained by the regression 
form. However, with regard to the coefficient of slopes none 
is statistically significant at 5% level. The coefficient of slope 
of time is however significant at 10% level. This indicates 
that the FDI flow fail to explain the variation in the sales 
figures in the automobile industry. 
5. Export of Automobile Industry and the FDI Flows 
Table 6A represents a profile of the export of the 
automobile industry both in terms of amounts and volume. In 
the increasing trend is noticeable. In 1991 the export of the 
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industry was only Rs 589 million and through a gradual 
increase it took the amount of Rs. 27824 million in 2003. The 
average takes a value of Rs 15161 million. The standard 
deviation is considerably high to lead a t-ratio which suggest 
that the Mean is not significant at 5% level. The coefficient of 
variance is equally high like 53 percent. The volume of 
export has shown a similar increasing trend. In 1991 it was 
only 71416 and in 2003 that arrived at 113039. The Mean 
figure is 149136. The standard deviation is however quite 
impressive to an amount of 44364. The t-ratio is 3.4 to 
indicate that the Mean is statistically significant at 5% level. 
The coefficient of variance is only 29 percent to suggest that 
the estimate observes a fair extent of stability. An enquiry in 
to the export of the automobile industry seems relevant as to 
whether it depends on the flow of FDl in the industry. A 
similar kind of multivariate regression that has been 
followed in the earlier discussion is invoked to explain the 
nature of the empirical relation. 
Table 6B represents the regression estimates of the 
amounts of export of the automobile industry against the FDI 
flows, time and the lagged variable. The f-statistic seems 
quite impressive to suggest that the regression is statistically 
significant at 5% level. The coefficient of determinant is 
equally impressive to have explained as much as 86% of the 
variation in the export of automobiles. However, among the 
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coefficient of slopes only the lagged variable holds a 
coefficient which is statistically significant at 5% level. The 
coefficient of FDl flows in the industry fails to demonstrate 
any significant relation towards the promotion of export of 
the industry. 
Table 6 A 
Statement of Exports of Automobiles Industry 
(1991-2003) 
(Rs. in million) 
Year Exports Exports in Amount of FDI in 
(Rs. Numbers Automobile 
million) 
1991 589.6 71416 89.10 
1992 629.9 113039 1415.1 
1993 10412 178858 1165.08 
1994 12980 191493 1573.5 
1995 13500 198541 11028.38 
1996 16706 187879 2162.64 
1997 20040 156716 4712.04 
1998 17928 134178 5726.79 
1999 14536 164093 9845.36 
2000 15635 176112 3516.02 
2001 19808 181983 4451 
2002 ^ 26505 71416 686.64 
2003 27824 113039 2904.88 
Mean 15161 149136 3790 
Stnd Dev 8158 44364 3396 
t-ratio 1.9 3.4 1.1 
CV% 53.8 29.7 90 
Source : Compiled from: 
1. Various issues of SIA Newsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, New Delhi, 
Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , Nexv Delhi. 
Report of the steering group on FDI in India, Planning Commission, 
Government of India, New Delhi, 2002 
2. 
3. 
IQA 
A Statistical Approach to Foreign Direct Ini^estrnent in Autonwhile 
Industn j in India: Test of Hypotheses 
4. Statistical Profile - Society of Indian Automobile Manufacturers 
(SIAM), New Delhi, 2001,02,03. 
5. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Neio Dew, 2003 
6. Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
7. Various Issues of Monthly Review of Investment Project CMIE-New 
Delhi, 2003 
Table 6B 
Regression Estimates of Automobile Export against the FDI 
Flows 
Intercept FDI 
flow 
Time Lagged R 
square 
F 
ratio 
Coefficient 4934 -0.5 485 0.7 86% 17* 
t-ratio 2.1 -1.6 0.9 2.5* - -
6. Profits of Automobile and the FDI Flows 
Table 7A shows the average profit per automobile 
company and the FDI flows in automobile industry. The 
profit figure plays a key role in attracting the FDI flows. 
Average profit per company has started with Rs 242 million 
in 1991 and experienced an increasing trend up to 1997-98. 
Then there was a declining trend. In 2001-02 that took a 
negative figure to indicate that that automobile companies 
experienced an average net loss in the year. The industry 
faced a stiff competition during late nineties backed by the 
regional as well as global recession in the year that must 
have contributed to the adversities in the profit 
performances. Input prices have also been increased globally 
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Table 7 A 
Statement of Profit of Automobiles Industry in India 
(1991-2003) 
(Rs. in Million) 
Year Average Profit per 
Automobile 
Company 
FDI in Automobile 
1991-92 242.7 89.10 
1992-93 246.1 1415.1 
1993-94 219.8 1165.08 
1994-95 261.6 1573.5 
1995-96 297.8 11028.38 
1996-97 352.4 2162.64 
1997-98 339.5 4712.04 
1998-99 225.7 5726.79 
1999-00 174.3 9845.36 
2000-01 -48.7 3516.02 
2001-02 63.7 4451 
2002-03 186.7 686.64 
Mean 206 149136 
Stnd Dev 113 44364 
t-ratio 1.8 3.4 
CV% 55 29.7 
Source : Compiled from: 
1. Various issues of SIA Newsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, Neiv Delhi, 
2. Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , Neiv Delhi. 
3. Report of the steering group on FDI in India, Planning Commission, 
Government of India, New Delhi, 2002 
4. Statistical Profile - Society of Indian Automobile Manufacturers 
(SIAM), New Delhi, 2001,02,03. 
5. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Neiv Dew, 2003 
6. Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
7. Various Issues of Monthly Review of Investment Project CMIE-Nexv 
Delhi, 2003 
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during that period coupled with high market campaigr\ing 
expenses. The reason behind the poor FDI flow in 2002-03 
must have attributed to the fact of adverse profitability in 
2000-01. It seems that the lag time for FDI to respond to 
profit is around two years. Table 7 also represents the 
statistical description of the profitability of the automobile 
industry and the FDI flows in automobile industry. The Mean 
profit per company is Rs 206 million per annum. The 
standard deviation is Rs 113 million. The t-ratio is 1.8 which 
indicates that the Mean although is not statistically 
significant at 5% level but is significant at 10% level. The 
Coefficient of Variance is as moderate as 55 percent that 
indicates some extent of stability despite the fact of negative 
profit at least in one year. 
The table 7B represents the estimates of multivariate 
regression of profitability of automobile industry against the 
set of independent variables comprising the FDI flows in 
automobile industry, year and lagged variable of automobile 
profits. The F statistic suggests that the null hypothesis of 
untrue regression relation can not be rejected at 5% level. 
The coefficient of determinants is equally poor as it could 
have explained only 31 percent variation in the profit figures 
of the automobile industry. Among the independent 
variables none happened to have a coefficient of statistical 
significance. This indicates that there has not been any 
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evidence that the profit figures of automobile is influenced 
by the FDI flows. It is tempting to make regression of FDI 
flows against the profit of automobile to explore whether 
profit contributed to attract FDI flows in the sector. 
Table 7B: 
Regression Estimates of Automobile Export against the FDI 
Flows 
Intercept FDI 
flow 
Time Lagged R 
square 
F 1 
ratio 
Coefficient -3278 -0.16 431 7.4 31% 1.2 
t-ratio -1.1 0.7 1.9 1.0 
Table 7C represents the regression parameters of the 
multivariate form of regression of FDI flows in automobile 
against the profitability of automobile, time and the lagged 
variable of the FDI flows. It can be observed from the table 
that the F-statistic is only 0.10 to indicate that the regression 
function is does not assume a true functional relation. The 
same is also demonstrated by the poor coefficient of 
determinant like 3.7%. Only 3.7% of the variation in the FDI 
flows has been explained by the profit figures of the 
industry. None of the independent variables happened to 
have a coefficient of statistical significance to suggest that 
FDI flows in India is either motivated by structural issues 
more than the set of variables under consideration or it may 
be that the profit figure of the industry is not a 
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representative one in consideration to the decision making of 
the FDI in the automobile sector of India. 
Table 7C 
Regression Estimates of FDI Flows against the Profits of 
Automobile Industry 
Intercept Automobile 
Profit 
Time Lagged R 
square 
F 
ratio 
Coefficient 3332 -0.33 188 -0.1 3.7% 0.10 
t-ratio 1.19 0.51 0.45 -0.23 - -
Table 8A represents the employment figure of 
automobile industry classified in to direct and indirect 
employment,. Total number of employment is also there 
along with the FDI flows in the automobile sector. The Mean 
of the direct employment is 197760 with a standard deviation 
of 3966. The t-ratio is as high as 49.6 to indicate that the 
Mean is significantly different from zero. The coefficient of 
variance is as low as 2 percent suggesting the stable nature of 
the variable. One of the main reasons behind such impressive 
statistics is that the period under consideration has severely 
been constrained by the availability of data. The data were 
extended from 1999 to 2003. The Mean of the indirect 
employment is 7999600 and the standard deviation is 
3983347. The t-ratio is 2, which suggest that the estimate 
although is not significant at 5% level but is significant at 
10% level. The coefficient of variance is relatively moderate 
to an extent of 50 percent. The total employment of the 
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industry takes a Mean of 9833560 with a considerably low 
standard deviation of 501777. The t-ratio suggests estimate is 
statistically significant at 5% level. 
Table-8 A 
Statement Showing Employment and FDI in Automobile 
Industry 
(1999-2003) 
Year Vehicle Vehicle Total (In FDI in 
Industry Industry Number) Automobile 
Direct Indirect (Rs. In 
Employment 
(In 
Employment 
(In 
Million 
Numbers) Numbers) 
1999 198000 909000 9288000 5726.79 
2000 200000 10000000 10200000 9845.36 
2001 200000 10000000 10200000 3516.02 
2002 200000 10000000 10200000 4451 
2003 190800 9089000 9279800 686.64 
Mean 1 9 7 7 6 0 7 9 9 9 6 0 0 9 8 3 3 5 6 0 4 8 4 5 
Stand Dev 3 9 8 6 3 9 8 3 3 4 7 5 0 1 7 7 7 3 3 5 4 
t-ratio 4 9 . 6 2 .0 19 .6 1.4 
C.V. % 2 50 5 69 
Source: Compiled from: 
1. ACMA, "Facts & Figures-2000,01,02,&03", Nexv Delhi 
2. Various issues of SIA Newsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & 
Industry, Government of India, Nexv Delhi. 
The stagnant nature of employment in automobile 
industry is mainly attributed to the utilization of high 
automation to reduce the operating cost. It has been observed 
that technological advancement has created a few direct job 
opportunities. In case of indirect employment, the growth 
trend is almost stagnant. The reason for this situation is 
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ascribed to opening-up of the service providing facilities by 
the companies with latest technology that requires fewer 
workers. The same is evidential from the fact that during the 
last few years most of the companies have opened their 
service stations through out the country. 
Table 8B 
Regression Estimates of Employment in Automobiles 
against FDI Flows 
Source Direct Indirect Total 
Employment Employment Employment 
Intercept 193830 8464720 9508073 
(t-ratio) (67.8)* (2.2) (21.6)* 
Slope 0.81 -93.9 67.2 
(t-ratio) (1.6) (-0.14) (0.87) 
R-square 46.6% 0.6% 20% 
F ratio 2.6 0.02 0.78 
The relation between employment in automobile 
industry and FDI inflows in the industry are provided in the 
table 8B. The dependent variables were the direct 
employment, indirect employment and the total employment 
in the industry. The independent variable is the FDI flows in 
the industry. It has been hypothesized that changes in the 
employment of automobile depends on the FDI flows in the 
industry. The regression parameters are not however very 
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satisfactory. In none of the cases the f-ratio was significant to 
indicate that there is the null hypothesis of untrue relation 
can not be rejected. Regarding the coefficient of 
determinants, not more than 2.6 percent of the variations 
could have been explained by the ordinary regression. Only 
the coefficient of intercept happened to have statistical 
significance in some cases at 5% level. The coefficient of the 
independent variable has not been significant in any of the 
cases. This implies that the flow of FDI in automobile 
industry failed to contribute to the changes in the 
employment of the automobile industry. 
Section B 
7. FDI inflows in auto-components Industry 
Table 9 presents a profile of FDI investment in India 
along with the concentration of FDI in the automobile sector, 
which is comprised of the automobile industry and the auto-
components industry. It can be noticed that in the beginning 
year of 1991 the FDI concentration in auto-components 
industry was higher than the FDI concentration in the 
automobile industry. However, since then the FDI investment 
increased considerably in the automobile industry but not to 
that extent in the auto-components industry. The statistical 
description in terms of Mean, Standard deviation, t-ratio. 
Coefficient of variance and average annual growth rate are 
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also presented in the table. The Mean of the FDI flows in 
total is Rs 223741 million. The Mean of the FDI in automobile 
industry is Rs 3791 million and that of the auto-components 
industry is Rs. 4377 million. This indicates that Foreign 
Direct Investors are more interested in auto-components than 
the automobile industry. The proportion of investment in 
each of the sector is that the automobile industry has 
attracted only 1.7 percent of the total FDI in India, whereas 
the auto-components industry has attracted 2.0% of the total 
FDI flows in India. However, in terms of standard deviation, 
the FDI flows in automobile shows more consistency that the 
auto-components industry. The t-ratio of the automobile 
industry is 1.1 compared to the t-ratio of 0.4 of the auto-
components industry. The coefficient of variance 
demonstrates the same feature as well that the FDI flows in 
auto-components industry has been more instable than the 
FDI flows in automobile industry. However, in terms of the 
growth rates, the auto-components industry performs much 
better than the automobile industry. The annual average 
growth rate of FDI flows in automobile industry is 2.03 
percent and that of auto-components is 3.54 percent. This 
signifies the importance of the auto-components industry in 
the automobile sector in consideration to the foreign direct 
investment in India. 
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Table 9 
Foreign Direct Investment (FDI) Approved in Automobile 
Industry 
(1991-2003) 
(Rs. in million) 
Year Total FDI FDI in 
Automobile 
FDI in Auto-
component 
1991 5340 89.10 90.23 
1992 38880 1415.1 102.41 
1993 88590 1165.08 182.30 
1994 141870 1573.5 198.21 
1995 320720 11028.38 212.18 
1996 361470 2162.64 358.69 
1997 548910 4712.04 411.85 
1998 308140 5726.79 958.54 
1999 283670 9845.36 16243 
2000 370390 3516.02 628.08 
2001 268750 4451 1439.97 
2002 111400 686.64 35872.2 
2003 60500 2904.88 203.8 
Mean 223741 3791 4377 
Stnd Dev 161881 3396 10430 
t -ratio 1.4 1.1 0.4 
CV % 138 112 42 
AAGR 0.71 2.03 3.54 
Source : Compiled from: 
1. Various issues of SIA Newsletter, (FJDI JData. Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, Neiv Delhi, 
2. Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , Neiv Delhi. 
3. Statistical Profile - SIAM, Neiv Delhi, 2001,02,03. 
4.. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Neiv Dew, 2003 
5. Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
6. Various Issues of Monthly Reviexv of Investment Project CMIE-Nexv 
Delhi, 2003 
In total there were 358 projects approved during 1991-
2003 in the auto-components industry. Table 10 shows the 
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profile. It has been observed that 47 percent of the FDI 
investment approved in the auto-components industry is 
because of technical reason and 53 percent was approved 
because of financial reason. It seems that financial constraint 
over powers the technical constraints. 
Table 10 
Statement of FDI Approvals in Ancillary/Parts/Components 
(1991-2003)'^ 
Technical (No. of Approvals) 168 
Financial (No. of Approvals) 190 
Total (No. of Approvals) 358 
Percentage share of 
Ancillary/Parts/Components 
in total FDI of Transport 
Industry 
1.96 % of 7.55 % 
*upto 01.08.1991 
upto December 2003 
Source : Compiled from: 
1. Various issues of SIA Newsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, Neiv Delhi, 
2. Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , Neiv Delhi. 
3. Statistical Profile - SIAM, Neiv Delhi, 2001,02,03. 
4. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, New Deiv, 2003 
5. Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
6. Various Issues of Monthly Review of Investment Project CMIE-New 
Delhi, 2003 
8. Investment in auto-components and FDI flows 
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Table l l A shows the investment of autocomponents and 
the flow of FDI in the autocomponents industry. The 
increasing trends in the investment of the autocomponents 
during the period are quite remarkable. In 1992 the 
investment in the industry was only Rs48900 million and by 
means of gradual increase in arrived at Rs 125000 million in 
2003. The rate of increase is around 2.6 times in 2003 from 
that of 1991. The statistical description shows that the Mean 
of the investment in autocomponents is Rs 75242 million with 
a standard deviation of Rs 24064 million. The t-ratio is 3.1 
that indicate that the Mean is statistically significant at 5% 
level. It should be mentioned that the Mean of the FDI flows 
was not significant. The annual average growth rate of the 
autocomponents investment is much higher than the growth 
rate of the FDI flows in the industry. The growth rate is 9 
percent for the investment of the autocomponents compared 
to 3.5 percent of that of the FDI flows in the industry. This 
clearly shows that the industry holds enough potential to 
absorb more foreign investment particularly in future. 
The next point of analysis concentrates on the analysis 
of the functional relation between the two variables. It may 
be hypothesized that the investment in autocomponents 
industry is a function of the FDI flows in the industry. 
Table 11 A 
Investment in Component Industry 
(1991-2003) 
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(Rs. in million) 
Year Auto Component FDI In Auto 
Industry Components 
1991 NA 90.23 
1992 48900 102.41 
1993 50200 182.30 
1994 56000 198.21 
1995 59000 212.18 
1996 60400 358.69 
1997 68200 411.85 
1998 70200 958.54 
1999 74000 16243 
2000 86000 628.08 
2001 98000 1439.97 
2002 107000 35872.2 
2003 125000 203.8 
Mean 75241.67 4377 
Stand Dev 24064 10430 
t-ratio 3.1 0.4 
C.V. % 32 42 
AAGR% 9.0 3.54 
1. 
2. 
3. 
4. 
5. 
6. 
Various issues of SIA Nexvsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, New Delhi, 
Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , New Delhi. 
Statistical Profile - SIAM, New Delhi, 2001,02,03. 
Society of Indian-Automohile Manufacturers, (SIAM), Profile of 
Automobile Industry, New Dew, 2003 
Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
Various Issues of Monthly Review of Investment Project CMIE-Neiv 
Delhi, 2003 
To test the hypothesis, a regression analysis is warranted. A 
multivariate regression quite similar to the approach adopted 
in the Section A is adopted to explore the relation. The 
dependent variable is the investment in the autocomponents 
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and the independent variables are the FDI flows in the 
industry, a time variable and a lagged variable of the 
dependent variable of the past year. The regression 
estimates are presented in table 8A. It can be observed that 
the regression gives a good fit as is demonstrated by the F-
ratio and the R-square. The F-ratio indicates that the 
hypothesis of untrue relation should be rejected at 5% level 
of significance. The coefficient of determinant shows that as 
much as 98 percent of the variations in the auto parts 
investment have been explained by the regression. However, 
the coefficients of slopes are not very encouraging. Only the 
lagged variable happened to experience a coefficient which is 
statistically significant at 5% level. This means that the 
investment in the autocomponents is more dominated by the 
figures of the immediate past rather than any other variables 
under consideration. A cross sectional study might have 
explained the variation much better. The FDI flows in the 
sector fails to demonstrate any significant role in the 
variation of the investment in the autocomponents. 
Table I IB : 
Regression Estimates of Investment in Auto-components 
against the FDI Flows in Auto-components Industry 
Intercept FDI 
f lows 
Time L a g g e d R 
square 
F 
ratio 
Coeff ic ient - 4 7 7 2 - 0 2 4 700 1.1 98% 129* 
t - ra t io -0 .51 -0 .63 0 .49 4 .4* - -
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9. Production in Autocomponents and the FDI flow 
Table 12A shows the production of autocomponents in 
rupees and the FDI floes in the industry. The production 
figures demonstrates and increasing trend during the period 
from Rs 90280 million in 1991 to Rs 245000 million in 2002. 
The increase is by an extent of 2.7 times. The statistical 
description of Mean, standard deviation, t-ratio, CV ratio and 
growth rate are also presented in the table. The Mean of the 
production of the autocomponents amounts to Rs. 141038 
million. The standard deviation is Rs 48292 million. The t-
ratio of 2.9 indicates that the estimate is significant at 5% 
level. The coefficient of variance is thus only 34 percent. 
Compared to that, the Mean of the FDI flows in the industry 
is Rs 4725 million with a standard deviation of Rs 10815 
million. The t-ratio indicates that estimate is not significant. 
The coefficient of variance takes a very high figure of 28 
percent that indicates the intensity of fluctuations of the 
variable. 
The next point of analysis concentrates on exploring the 
nature of functional relation of the production of 
autocomponents with the set of independent variables 
comprising the FDI flows in the industry, time and a lagged 
variable. The parameters of the multivariate regression are 
presented in Table 12B. It can be observed from the table 
that the empirical regression line seems quite impressive in 
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terms of the F-ratio and the R-square. The f-ratio suggests 
that the empirical form of regression rejects the null 
Table 12 A 
Statement of Production and FDI in Autocomponents 
Industry 
(1991-2002) 
(Rs. in million) 
Y e a r P r o d u c t i o n F D I In A u t o 
( in n u m b e r ) C o m p o n e n t s 
1991 90280 90.23 
1992 98860 102.41 
1993 102240 182.30 
1994 109540 198.21 
1995 118600 212.18 
1996 120060 358.69 
1997 125640 411.85 
1998 129970 958.54 
1999 163560 16243 
2000 178570 628.08 
2001 210130 1439.97 
2002 245000 35872.2 
Mean 141038 4725 
Stand Dev 48292 10815 
T -ratio 2.920497 0.436879 
CV % 34.24075 228.8965 
Source : Compi \ed from: 
1. 
2 . 
3. 
4. 
5. 
6. 
Various issues of SIA Newsletter, (FDI Datu Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, New Delhi, 
Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , New Delhi. 
Statistical Profile - SIAM, New Delhi, 2001,02,03. 
Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, New Dew, 2003 
Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
Various Issues of Monthly Review of Investment Project CMIE-New 
Delhi, 2003 
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hypothesis of untrue relation at 5% level of significance. The 
coefficient of determinants indicates that as much as 97 
percent variations in the production of autocomponents have 
been explained by the regression fit. However, the 
independent variables fail to have the coefficient of 
statistical significance in most of the cases. Only the lagged 
variable of the dependent variable holds a coefficient which 
is statistically significant 5% level. The contribution of the 
production of the previous year is to an extent of Rs 1.1 
million per annum on average. A cross sectional form of 
empirical function could have a better fit. What is much more 
important for the present study is that the FDl flow in the 
autocomponents industry failed to play any significant role 
in explaining the variations in the production of the 
industry. It seems that the production of the industry is more 
dictated by the domestic variables rather than external 
capital. 
Table 12 B 
Regression Estimates of Production of Auto-components 
against the FDI Flows in Auto-components Industry 
Intercept FDI 
f lows 
Time L a g g e d R 
square 
F 
rat io 
Coeffic ient - 2 8 4 7 0 .5 1703 1.1 97% 162* 
t - ra t io -0 .2 1 .5 0 . 7 5 4 .6* - -
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10. Sales of Autocomponents Industry and the FDI 
Flows 
Table 13A shows sales figures and the FDI flows during 
the period. To make the figures of sales comparable and 
consistent, the sales figure is taken as a derived one based on 
the sales per company. It can be observed from the table the 
sales figure was only Rs 22 million per company in 1991 and 
that increased to an amount of Rs 910.2 million. It seems that 
the increase over the period is 41 times. 
Table 13 A 
Statement of Sales of Auto-components Industry and the 
FDI Flows 
(1991-2003) 
(Rs. in million) 
Y e a r N e t S a l e s p e r c o m p a n y F D I 
1991 22 .0 9 0 . 2 3 
1 9 9 2 35 .4 102 .41 
1 9 9 3 4 5 3 . 1 1 8 2 . 3 0 
1 9 9 4 5 2 6 . 7 198 .21 
1 9 9 5 5 5 2 . 6 2 1 2 . 1 8 
1996 6 5 9 . 8 3 5 8 . 6 9 
1997 6 4 2 . 7 4 1 1 . 8 5 
1 9 9 8 6 6 8 . 0 9 5 8 . 5 4 
1 9 9 9 7 9 7 . 3 1 6 2 4 3 
2 0 0 0 7 1 6 . 9 6 2 8 . 0 8 
2001 776 .0 1 4 3 9 . 9 7 
2 0 0 2 8 0 4 . 7 3 5 8 7 2 . 2 
2003 9 1 0 . 2 203 .8 
Mean 5 8 2 . 0 4 7 2 5 
Stand Dev 2 7 5 . 3 1 0 8 1 5 
T - ra t io 2.1 0 . 4 3 6 8 7 9 
CV % 4 7 . 3 2 2 8 . 8 9 6 5 
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1. Various issues of SIA Newsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, New Delhi, 
2. Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , Neiv Delhi. 
3. Statistical Profile - SIAM, New Delhi, 2001,02,03. 
4. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Neiv Deiv, 2003 
5. Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
6. Various Issues of Monthly Review of Investment Project CMIE-New 
Delhi, 2003 
It has also been noticed that profit figures experienced a 
sizeable rate only since 1993. There may have some role of 
liberalization in the promotion of profits in the sector. The 
statistical description shows that the Mean profit per 
company is Rs 582 million with a standard deviation of Rs 
275.3 million. The t-ratio signifies that the Mean is significant 
only at 10% level but not at 5% level. The coefficient of 
variance is 47 percent that demonstrates some kind of 
stability in the variable. 
J 
The discussion above provides an idea of the nature of 
sales per company of the autocomponents industry as well as 
nature of FDI flows concentrated in the industry. It bears 
immense importance as to whether FDI flows in the industry 
contribute to the promotion of sales per company. A 
regression approach provides an idea of such functional 
relations. A multivariate regression is conducted on the sales 
figures taking a number of independent variables under 
consideration like the FDI flows, time and a lagged variable 
of the profit figures. The regression estimates are presented 
215 
A Statistical Approach to Foreign Direct Ini^estrnent in Autonwhile 
Industnj in India: Test of Hypotheses 
in the Table 13B. It can be observed from the table that the 
empirical regression provides a very good fit in terms of the 
F-ratio and the R-square. The F ratio indicates that the 
hypothesis of untrue relation among the variables should be 
rejected at 5% level significance. The coefficient of 
determinant also demonstrates an impressive result as the 
function explains as much as 83 percent of variation of the 
promotion of sales of each company. However none of the 
coefficient of slopes happened to have statistical significance. 
Only the intercept term holds a coefficient which is 
significant at 5% level. It shows that even if all the 
independent variables are zero, the sales figure per company 
still holds a significant amount. The coefficient of FDI flows 
holds a negative sign to indicate that the contribution of 
foreign investment in the promotion of sales is negative. This 
is apparently unexplainable. It may be that the sales shifts to 
export or it may be that the firms are gradually facing acute 
market competition and consequently the average sales of 
each company goes down. However, the coefficient is not 
statistically significant. The other problem that emerges from 
the regression estimates is the high F-ratio and R-square not 
backed by significant coefficient. This the typical problem of 
multicollinearity that could have been sorted out by a cross 
sectional fit. 
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Table 13 B 
Regression Estimates of Sales of Autocomponents against 
the FDI Flows in Auto-components Industry 
I n t e r c e p t F D I 
f l o w s 
T i m e L a g g e d R 
s q u a r e 
F 
ra t io 
Coeff ic ient 186 
0 . 0 0 0 2 
25 .7 0 .45 83% 12.8* 
t - ra t io 2 .3 -0 .04 1 .2 1 .7 - -
11. Profi tabil i ty of autocomponents industry and the 
FDI flow 
Table 14A A represents the net profit of the 
autocomponents industry and the FDI flows in the industry. 
It can be observed from the table that the profit figures 
increased through out the period under study to a 
considerable extent. In 1991 it was only Rs 3120 million and 
in 2003 it arrived at Rs 46580 million. The increase is by an 
extent of around 15 times. One of the reasons attributed to 
the increase is that the number of company has also 
increased during the period. In 1991 there were only 102 
companies in the autocomponents industry and in 2003 the 
number of companies increased to 215 companies. The 
increase in the profit figure is indeed surprising and that 
deserves attention. The statistical description shows that the 
Mean number of the companies involved in the production of 
autocomponents during the period is 163. The t-ratio 
suggests that the Mean is significant at 5% level. The 
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coefficient of variance is only 25 percent to indicate the 
nature of stability in the variable. The Mean of the net profit 
amounts to Rs 7599 million. The standard deviation is indeed 
high like Rs 11748 million that leads to a very poor t-ratio of 
0.6. Quite obviously the estimate is not statistically 
significant. The FDI flows in the industry takes a Mean of Rs 
4725 with a high standard deviation of Rs 10815. The t-ratio 
indicates that the estimate is not significant at 5% level. 
Table 14 A 
Statement of Net Profit (PAT) of Auto-components Industry 
and FDI Flows in the Industry 
(1991-2003) 
(Rs. in million) 
Year No. of 
Companies 
Net Profit Amount of FDI in 
Ancillary/Parts/Co 
mponents 
1991 102 3 1 2 0 9 0 . 2 3 
1992 110 3 8 5 0 . 6 1 0 2 . 4 1 
1993 115 4 0 1 0 . 8 1 8 2 . 3 0 
1994 135 4 8 1 0 . 5 198 .21 
1995 156 5 7 3 0 . 2 2 1 2 . 1 8 
1996 157 5 6 3 0 . 1 3 5 8 . 6 9 
1 9 9 7 162 4 7 1 0 . 7 4 1 1 . 8 5 
1 9 9 8 158 3 1 8 0 . 8 9 5 8 . 5 4 
1999 168 5 6 9 0 . 9 1 6 2 4 3 
2000 2 2 5 3 4 8 0 . 9 6 2 8 . 0 8 
2001 208 3 8 5 0 . 3 1 4 3 9 . 9 7 
2002 211 4 1 4 0 . 8 3 5 8 7 2 . 2 
2003 215 4 6 5 8 0 203 .8 
Mean 163 7599 4 7 2 5 
Stand 
dev 41 1 1 7 4 8 1 0 8 1 5 
t - ra t io 3 .9 0 .6 0 .44 
C V % 25 155 228 . 
Source : Compiled from 
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1. Various issues of SIA Nexvsletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, New Delhi, 
2. Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , New Delhi. 
3. Statistical Profile - SIAM, Neiv Delhi, 2001,02,03. 
4. Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, New Dezo, 2003 
5. Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
6. Various Issues of Monthly Reviexv of Investment Project CMIE-Nexv 
Delhi, 2003 
Efforts have been made to explore the functional 
relation between the two variables of the profitability in the 
autocomponents industry and the FDI flows in the industry. 
It has been argued that the hypothesis can be of either 
direction that the profit figures may be the function of FDI 
flows or may be the FDI flow is the function of the profit 
figures. In the former case, it is assumed that the profitability 
of the industry depends on the FDI flows. In the later case it 
is because of the profitability in the sector that attracts 
foreign investment in the industry. In the regression 
analysis, both the functional relations will be taken under 
consideration. 
The first regression assumes that profitability in the 
sector of autocomponents depends on the FDI flows. In 
addition to the FDI flows there are other independent 
variables like the earlier discussion like the time variable and 
the lagged variable. FDI flows. The regression estimates are 
presented in Table 14 B. Ihe table shows that the regression 
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failed to demonstrate an impressive regression fit in terms of 
the F-ratio and the R-square. The F-ratio is only 1.9 to 
indicate that the hypothesis of untrue relation can be rejected 
at 5% level. The coefficient of determinant shows that 42 
percent of the variation in the profit figures could have been 
explained by the regression function. Among the 
independent variable most of the variables fail to hold the 
coefficient of statistical significance. The only variable that 
holds a coefficient of statistical significance is the time 
variable. It seems that time can only explain the variability in 
the net profit (after interest and taxes) of the autocomponents 
industry significantly. The flow of FDI in the sector however 
fails to contribute to explain the variation in the profit 
figures of the industry. j 
Table 14 B: 
Regression Estimates of Profits of Auto-components against 
the FDI Flows in Auto-components Industry 
I n t e r c e p t F D I 
f l o w s 
T i m e L a g g e d R 
s q u a r e 
F 1 
ra t io 
Coeffic ient 352 -0 .59 2 4 1 4 -3 .4 42% 1.9 
t - ra t io 0 .43 -1 .6 2 .3* -0 .9 
The present attempt is concerned with the conventional 
theory of investment that capital flows where it gets higher 
returns. Capital seeks returns. The only reason, according to 
the theory, for what foreign direct investment inflows in 
India is because of an attractive rate of returns. Net profit is 
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a proxy of such returns. The present regression is aimed at 
explaining the role of profitability in attracting FDI in the 
auto-components industry. Table 14 C provides the 
Regression estimates of FDI flows against the profit-flows of 
autocomponents industry. A similar form of multi-variate 
regression approach, used earlier, has been used to explain 
the role of profitability in the movements of FDI. It can be 
observed from the table that the empirical regression fails to 
provide a significant functional relation. The hypothesis of 
untrue relation assumed in the regression can not be rejected 
at 5% level of significance. The coefficient of determinant 
indicates that 43.7 percent of the variation in the dependent 
variable of FDI flows in the industry could have been 
explained by the set of independent variables of net-profit 
(after-interest-after-taxes), time and the lagged variable of 
FDI flows. Among the independent variables only the time 
happened to hold a coefficient of statistical significance at 
5% level. It shows that the annual change of FDI flows in 
Indian auto-components increases by an amount of Rs 2380 
million because of its time dependent nature. Regarding the 
variable of particular significance in the present study, the 
profit-figures of autocomponents fail to demonstrate any 
significance coefficient. This indicates that the FDI flow in 
Indian autocomponents industry is not evidentially attracted 
by the profitability of the sector. This merits attention. May 
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be that a cross-sectional study would provide a better insight 
in to the nature of the FDI flows in India. 
Table 14 C: 
Regression estimates of FDI flows against the profit-flows 
of autocomponents industry 
I n t e r c e p t P r o f i t 
F l o w s 
T i m e L a g g e d R 
s q u a r e 
F 
rat io 
Coeff ic ient - 1 0 7 9 1 0 . 1 5 3 2380 - 0 . 7 5 43 .7% 2.1 i 
t - ra t io -1 .4 0 .3 2 .4 -1 .2 
12. Export of Auto-components Industry and the FDI 
Flows in the Industry 
An important parameter of importance of the auto-
components industry in the context of the economy of India 
is its role in the performances of export. Table 15A represents 
the export figures of the autocomponents industry in India 
along with the FDI flows in the industry. It has been noticed 
from the table that in 1992 the export of autocomponents was 
Rs 10220 million and through a gradual increase during the 
period it arrived at Rs 38300 million. This indicates that 
during the period the export of the sector increased by 3.75 
times. The table also provides some statistical description of 
the variables in terms of Mean, standard deviation, t-ratio 
and the coefficient of variance. I t j i a s been observed that the 
Mean of export of autocomponents is Rs 17029 million with a 
standard deviation of Rs 9752 million. The t-ratio suggests 
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that the estimate is not significantly different from zero at 
5% level of significance. 
Table 15 A 
Statement of Exports and FDI in Auto-Component Industry 
(1991-2003) 
(Rs. in million) 
Y e a r E x p o r t s A m o u n t of FDI in 
A n c i l l a r y / P a r t s / 
C o m p o n e n t s 
1 9 9 1 N A 9 0 . 2 3 
1 9 9 2 1 0 2 2 0 1 0 2 . 4 1 
1 9 9 3 1 1 8 5 0 1 8 2 . 3 0 
1 9 9 4 1 2 4 2 0 1 9 8 . 2 1 
1 9 9 5 1 2 8 4 0 2 1 2 . 1 8 
1 9 9 6 1 3 0 2 3 5 8 . 6 9 
1 9 9 7 1 3 9 8 0 4 1 1 . 8 5 
1 9 9 8 1 4 5 6 0 9 5 8 . 5 4 
1 9 9 9 1 5 7 4 0 1 6 2 4 3 
2 0 0 0 1 8 3 3 0 6 2 8 . 0 8 
2 0 0 1 2 7 0 6 0 1 4 3 9 . 9 7 
2 0 0 2 2 7 7 5 0 3 5 8 7 2 . 2 
2 0 0 3 3 8 3 0 0 2 0 3 . 8 
M e a n 1 7 0 2 9 4 7 2 5 
S t a n d D e v 9 7 5 2 1 0 8 1 5 
t - r a t i o 1 . 7 5 0 . 4 4 
C V % 5 7 . 3 2 2 8 . 8 
Source : Compiled from: 
1. Various issues of SI A Nexosletter, (FDI Data Cell) Department of 
Industrial Policy and Promotion, Ministry of Commerce & Industry, 
Government of India, New Delhi, 
Indian Economic Survey (Various Issues), Ministry of Finance, 
Government of India , New Delhi. 
Statistical Profile - SIAM, Neiv Delhi, 2001,02,03. 
Society of Indian-Automobile Manufacturers, (SIAM), Profile of 
Automobile Industry, Neiu Dew, 2003 
Facts & Figures, ACMA, New Delhi, 2000,01, 02,03. 
Various Issues of Monthly Review of Investment Project CMIE-Nexv 
Delhi, 2003 
2. 
3. 
4. 
5. 
6. 
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The similar trend of instability is also demonstrated by a 
high coefficient of variance of 57 percent. Compared to that, 
the FDI flows in the industry takes a Mean of Rs 4725 million 
with a very high standard deviation of Rs 10815 million. The 
t-ratio is only 0.44. The coefficient of variance indicates a 
high degree of fluctuations in the FDI. This indicates that the 
FDI flows in the autocomponents are yet to get the form of 
stability in the context of Indian economy. Frequent changes 
in policy framework might have contributed to that. 
The present point of concentration aims at exploring the 
role of FDI in the promotion of export of the autocomponents 
industry during the period under consideration. To test the 
hypothesis of a positive contribution of the FDI flows in 
export promotion of the industry it is expected to have a 
significant coefficient of the concerned variable. The 
estimates of empirical regression are provided in the Table 
15A. It has been observed that the regression gives an 
impressive fit based on the F-ratio and R-square. The F-
statistic suggests, to reject the null hypothesis of untrue 
relation with 95% confidence level. It seems that relation 
assumed is true. The coefficient of determinant suggests that 
as much as 72 percent of the variation in the export of 
autocomponents has been explained by the regression form. 
None of the coefficients of independent variables holds a 
coefficient of statistical significance at 5% level. However, 
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the variable of time holds a coefficient which is significant at 
10% level. The main point of observation in the regression 
estimates is that the FDI flows failed to demonstrate any 
significant role in the export promotion of the 
autocomponents industry in general. So the hypothesis that 
FDI flows contribute to the promotion of export should be 
rejected due to the non-availability of statistical observation 
in support of the hypothesis. The alternative hypothesis 
stands valid that export of autocomponents of India is not a 
function of FDI flows in the industry. 
Table 15 B: 
Regression Estimates of Export of Auto-components against 
the FDI Flows in Autocomponents Industry 
I n t e r c e p t F D I 
f l o w s 
T i m e L a g g e d R 
s q u a r e 
F 
r a t i o 
Coefficient -3906 -0.14 1803 0.52 72% 6.6* 
t-ratio -0.74 -0.70 2.0 1.3 - -
13. Employment and FDI in Auto Component Industry 
There is an old debate that foreign investment in India 
might jeopardise the employment opportunities due to the 
adaptation of automation. Bearing in mind, a comparison 
between employment generation and FDI flows seems 
relevant. Table 16A provides the relevant figures. It can be 
seen from the table that the employment figure of the 
industry remained almost static despite the FDI flows. The 
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Mean figure of employment in autocomponents industry 
amounts to Rs 244000 with a standard deviation of only Rs 
8944 leading to a T-ratio significant at 5% level. The 
coefficient of variance is only 3.7 percent which is amazing. 
To investigate in to the role of FDI flows in the variation of 
employment in the autocomponents industry a regression 
approach is warranted. 
Table-16 A 
Statement Showing Employment and FDI in Auto 
Component Industry 
(1999-2003) 
Year Auto Component 
Industry (Direct 
Employment) In 
No. 
FDI in Auto 
Component 
Industry (Rs. In 
Million) 
1 9 9 9 2 4 0 0 0 0 1 6 2 4 3 
2 0 0 0 2 5 0 0 0 0 6 2 8 . 0 8 
2 0 0 1 2 5 0 0 0 0 1 4 3 9 . 9 7 
2 0 0 2 2 5 0 0 0 0 3 5 8 7 2 . 2 
2 0 0 3 2 3 0 0 0 0 2 0 3 . 8 
M e a n 2 4 4 0 0 0 1 0 8 7 7 . 4 1 
S t a n d D e v 8 9 4 4 1 5 5 0 5 
t - r a t i o 2 7 . 2 8 0 . 7 0 
C V % 3 . 7 1 4 2 . 5 
Source: Compiled from: 
1. ACMA, ''Facts & Figures-2000,01,02,&03", New Delhi. 
2. Various issues of SIA Neivsletter, (FDI Data Cell) Department of 
In^strial Policy and Promotion, Ministry of Commerce & Industry, 
Govern menf 'ofTn diarNFiiT Delhi, 
It can be observed that the regression fails to provide a 
good fit both in terms of the F-ratio and the R-square. The 
hypothesis of untrue relation could not be rejected at 5% 
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level. This means that there is no statistical evidence that the 
employment of the industry is a function of the FDI flows in 
the industry. The coefficient of determinants suggests that 
only around 8.4 percent of the variation in employment could 
have been explained by the FDI flows in the industry. The 
coefficient of the intercept is statistically significant at 5% 
level that means that some other variable might have 
explained the variability in employment of the industry 
much better. The coefficient of the FDI flows indicates that 
there is no significant relation between the autocomponents 
industry and the FDI flows. 
Table 16 B 
Regression Estimates of Employment of Auto-components 
against the FDI Flows in Auto-components Industry 
I n t e r c e p t C o e f f i c i e n t of 
F D I f l o w s 
R 
s q u a r e 
F 
ra t io 
Coeffic ient 2 4 2 2 2 2 0 .17 8 .4% 0 .27 
t - ra t io 4 3 . 1 * 0 .52 - -
14. Conclusion 
Efforts have been in the present chapter to explore the 
role of FDI in the automobile sector. Both the industries of 
pure automobile and autocomponents have been taken under 
consideration. It has been noticed that there has been ample 
opportunity for the concentration of FDI in the sector 
particularly in view of profit performances of the sector. The 
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rate of return in the sector during the period under study 
observed a tremendous promotion. The classical theory 
suggests that FDI seeks high returns. Based on that theory, 
there should be an influx of foreign investment in Indian 
automobile sector. But there has not been any statistical 
observation in support of this view. This indicates the 
structural constraints that still play the pivotal role in the 
flows of foreign investment in India. The economy is yet to 
create the investment climate required for the inflow of the 
foreign investment. 
Besides, it has been noticed in the chapter that most of 
the variables of the automobile sectors are not functionally 
related with the FDI flows. Neither the FDI flow in the 
automobile sector is attracted because of high rate of returns. 
All these evidence the imperfections of the market that must 
be the greatest hindrance of India shining to shine in the 
globe of market mechanism. 
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1. Findings and Conclusions 
The sweeping changes introduced since 1991 mark a 
radical departure from the past and reflect a positive 
approach towards foreign collaboration. The changes provide 
freedom to foreign investors to enter into Indian Industry. In 
terms of openness to FDI entry, the prevailing Indian Policy 
is favourably placed in terms of competitiveness with other 
major FDI-receiving countries in Asia. 
Under the new Industrial Policy Resolution, the growth 
of India initiated liberalization and economic reforms 
programme in July 1991. The industrial policy reforms have 
substantially reduced the industrial licensing requirements, 
removed restrictions on expansion and facilitated easy access 
to foreign technology and foreign direct investment. The 
foreign direct investment in India has experienced 
considerable growth but compared to the global growth of 
FDI in India lagged behind many of the countries. India 
attracts only around 1 percent of the FDI flows of the world 
whereas the country is the largest economy in the world. 
Even a country like Malaysia with considerable adverse 
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attitude towards foreign investment could attract as much as 
around 5 percent of the global FDl flows. China could have 
attracted around one-fourth of the global foreign investment. 
This indicates that India, despite its economic liberalization 
in as early as 1991, failed to attract foreign investors during 
the period under study. 
The statistical analysis as regards sector-wise break-up 
of foreign investment and technical collaboration during the 
period from 1991 to 2003 reveals that the most leading sector 
is the fuel (power and oil) that received an approval of Rs 
777843 million. By itself it shared 26.75 percent of total 
amount approved. This indicates the top priority of the 
government for power sector for FDI flows followed by 
telecommunication sector and electrical equipments. 
Transport comes next with 7.76 percent of the approval of the 
government. Service sector has also registered a good share 
of 6.5 percent. Metallurgical industry shared an approval of 
5.3 percent. Chemical (excluding fertilizers) attracted a share 
of 4.5 percent. The food processing industry shared to an 
extent of 3.2 percent of the total FDI approval during the 
period. Each of the other sectors shared only around 1 
percent of the approval of the government. 
Among the different investing countries in investing in 
India, USA tops the list wjth a percentage of 17.8 percent. 
The little country Mauritius is the second country having an 
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approval of as much As 16.5 percent followed by UK 10 
percent. Netherlands (5.5 percent) of the share. Thus these 
four countries concentrates half of the total approval of FDl 
during the period under consideration. Among the other 
countries, Japan is the next with 3.8 percentage that follows 
Germany with 2.4 percentage and France with 2.18 
percentage. In absolute figures the USA got an approval of 
Rs. 34123 million per year on an average and Mauritius Rs 
31789 million per year on an average. This sounds indeed 
high for a single country. 
The automobile industry is a vitally important segment 
in a country's economy. In India it is the main constituent of 
the engineering sector, with a turnover of Rs 48,000 crores, 
with an investment of more than Rs 30,000 crores. It directly 
employs 4.5 lakhs of people and more than a crore of Indians 
are indirectly dependant on it for their livelihood. The Indian 
automobile industry has the potential to emerge as a globally 
competitive manufacturing base for compact, affordable cars 
and two wheelers for developing country markets. The auto 
components sector, too, has tremendous prospects. The 
government is all set to give the sector a significant boost by 
encouraging investment and promoting research and 
development. 
The industry encompasses commercial vehicles, multi-
utility vehicles, passenger cars, two wheelers, three wheelers. 
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tractors and auto components. There are in place 15 
manufacturers of cars and multi utility vehicles, 9 of 
commercial vehicles, 14 of Two/Three Wheelers and 10 of 
Tractors besides 5 of engines. With an investment of 
Rs.309908 million, the sales of 6090760 in Automotive Sector 
in 2003 . It employs 4,50,000 people directly and 100,00,000 
people indirectly and is now inhabited by global majors in 
keen contention. 
India's automotive component industry manufactures 
the entire range of parts required by the domestic automobile 
industry and currently employs about 250,000 persons. Auto 
component manufacturers supply to two kinds of buyers -
original equipment manufacturers (OEM) and the 
replacement market. The replacement market is characterised 
by the presence of several small-scale suppliers who score 
over the organised players in terms of excise duty 
exemptions and lower overheads. The demand from the OEM 
market, on the other hand, is dependent on the demand for 
new vehicles. 
Coping well with the rapid changes the world over, the 
Indian auto component industry has done will in the last few 
years. On its way to becoming global, it initially started with 
growing exports, now it has reached the stage of acquiring 
plants abroad and the latest progress report highlights global 
component manufacturers relocating their plants to India. 
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From the analysis and regards FDI in transport industry 
and automobile it has been observed that the percentage of 
transport industry in the total FDI varied from 5.0 to 8.3 
during the period under study, the average being 6.6 percent. 
The share of automobile in the total FDI varied from 0.02 
percent to 4.8 percent. The average is 1.5 percent. Thus only 
around 2 percent of the FDI could have been attracted by the 
automobile sector whereas the transport industry as a whole 
could have attracted around 6.6 percent. The share of 
automobile industry in the transport sector varied between 
2.0 percent and 68.8 percent. The average share of automobile 
investment in the total transport industry is 23 percent. This 
sigmties ttve importance of the automobile industry in the 
overall development of the transport sector. 
The other industry that is also a part of the automobile 
sector is the industry of auto-components. The auto-
components industry is comprised of ancillary, auto-
components and au^o-parts. The FDI flows in the industry of 
auto-components varied between 0.14 percent and 0.96 
percent during the period. The annual average is only 0.4 
percent. The share of auto-components in the transport 
sector varied between 2.53 percent and 12.2 percent. The 
annual average is 6.2 percent. A further enquiry shows that 
there has been a gradual increase in the proportion of auto-
components in the transport sector during the period and 
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during late nimieties it has taken a proportion of around 10 
percent in most of the years. This indicates the growing 
importance of the auto-components industry as an 
independent industry of the automobile sector as a whole. 
The statistical description of total FDI and FDI in 
automobile sector in terms of Mean, standard deviation, t-
ratio, coefficient of variance, minimum and maximum and 
the annual average growth rate. The average FDI takes a 
value of Rs 223741 million with a standard deviation of Rs 
161881 million. The t-ratio suggests that the estimate is not 
statistically significant at 5 % level. The coefficient of 
variance is as high as 72 percent suggesting the fluctuating 
nature of the variable. The growth rate is 71 percent per 
annum. The flow in automobile takes a Mean of Rs 3791 
million and a standard deviation of Rs 3396 million. The t-
ratio is however not significant at 5% level. The fluctuations 
are demonstrated by the coefficient of variance of 90 percent. 
The growth rate is as high as 203 percent per annum during 
the period. One of the reason behind such high growth rate is 
the big difference between the minimum and maximum 
figures of FDI flows in the automobile industry. The 
minimum is Rs 89 million of 1991 and the maximum is Rs 
9845 million in 1999. 
It has been further observed that the relationship 
between automobile investment and FDI flows in automobile 
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through the regression function takes an F-value of 86 which 
is statistically significant at 5% level. It seems that functional 
relation assumed by the empirical regression line is true that 
the investment in automobile industry is explainable by the 
FDl flows in the industry. However the coefficient of 
determinants shows that 97 percent of the variation of the 
dependent variable could have been explained by the fit. 
Most of the coefficient of independent variables are not 
statistically significant . Only the lagged variable is 
statistically significant at 5% level. It seems that the 
investment in the automobile industry is more dominant by 
the variables not incorporated in the empirical regression 
equation. The FDI flows in the automobile industry fails to 
explain the variation in the investment of the industry. To 
find out whether the production of automobile industry is a 
function of the foreign direct investment the regression 
analysis gives a good fit. The F-statistic suggests that the null 
hypothesis of untrue relation should be rejected at 5 % level. 
The coefficient of determinant is as high as 0.97 to indicate 
that as much as 97 percent of the variation in the production 
of the automobile industry could have been explained by the 
regression equation. However the coefficients of slopes are 
not statistically significant in general. Only in case of time 
that the coefficient is statistically significant and that also 
not at 5% level but at 10% level. The FDI flows however are 
not statistically significant to indicate that the production in 
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the automobile industry could not be explained by the FDl 
flow in the industry. 
The regression parameters of sales in number against 
the FDI flows, time and lagged variables reveal that the F-
ratio indicates that the null hypothesis of untrue relation 
should be rejected at 5% level. The coefficient of determinant 
explains as much as 98 percent of the variation in the sales of 
auto products. However the Qpefficient of FDl is not 
statistically significant. The coefficient of time is however 
significant at 5% level. It seems that the sales of automobile 
is more like an outcome of time rather than any other 
variables. 
The profit figure plays a key role in attracting the FDl 
flows. Average profit per company has started with Rs 242 
million in 1991 and experienced an increasing trend up to 
1997-98. Then there was a declining trend. In 2001-02 that 
took a negative figure to indicate that that automobile 
companies experienced an average net loss in the year. The 
industry faced a stiff competition during late nineties backed 
by the regional as well as global recession in the year that 
must have contributed to the adversities in the profit 
performances. Input prices have also been increased globally 
during that period coupled with high market campaigning 
expenses. The reason behind the poor FDI flow in 2002-03 
must have attributed to the fact of adverse profitability in 
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2000-01. It seems that the lag time for FDI to respond to 
profit is around two years. The Mean profit per company is 
Rs 206 million per annum. The standard deviation is Rs 113 
million. The t-ratio is 1.8 which indicates that the Mean 
although is not statistically significant at 5% level but is 
significant at 10% level. The Coefficient of Variance is as 
moderate as 55 percent that indicates some extent of stability 
despite the fact of negative profit at least in one year. 
The stagnant nature of employment in automobile 
industry is mainly attributed to the utilization of high 
automation to reduce the operating cost. It has been observed 
that technological advancement has created a few direct job 
opportunities. In case of indirect employment, the growth 
trend is almost stagnant. The reason for this situation is 
ascribed to opening-up of the service providing facilities by 
the companies with latest technology that requires fewer 
workers. The same is evidential from the fact that during the 
last few years most of the companies have opened their 
service stations through out the country. 
From the findings of the study, it is noticeable that 
there has been ample opportunity for the concentration of 
FDI in the sector particularly in view of profit performances 
of the sector. The rate of return in the sector during the 
period under study observed a tremendous promotion. The 
classical theory suggests that FDI seeks high returns. Based 
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on that theory, there should be ari influx of foreign 
investment in Indian automobile sector. But there has not 
been any statistical observation in support of this view. This 
indicates the structural constraints that still play the pivotal 
role in the flows of foreign investment in India. The economy 
is yet to create the investment climate required for the inflow 
of the foreign investment. 
Besides, it has been noticed that most of the variables of 
the automobile sectors are not functionally related with the 
FDI flows. Neither the FDI flow in the automobile sector is 
attracted because of high rate of returns. All these evidence 
the imperfections of the market that must be the greatest 
hindrance of India shining to shine in the globe of market 
mechanism. 
2. Suggestions and Recommendations 
The FDI flows in India in absolute figure appears quite 
impressive but when compared to global flows, it is far from 
satisfaction. This state of affair in an account of sustain 
impediments of India at the moment needs a well-balanced 
strategy for enhanced FDI inflows. 
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A. Strategies and Implications for FDl in Indian 
Economy 
Legal and Regulatory Framework and FDI Policy: 
Indian government has enacted laws for regulating FDI 
from time to time keeping in view both National and 
International business environment. 'Before the liberalisation 
of Indian economy in 1991, there was Foreign Exchange 
Regulation Act constituted in 1973 for regulation of foreign 
investment.^Nowadays a newly formulated FEMA is taking 
care of foreign Investment regulation-' But, the real problem 
is that all these Act and different bodies constituted by 
government are playing a regulatory role/'The need of the 
hour is to enact a law which should play a promotional role 
apart from regulation, ^ h e government should now emphasis 
on the National Investment of FDI which should take care of 
sensitive issues like double taxation, single point clearance 
for investors eliminating separate clearance at central and 
state levels.^ 
State Infrastructure Laws and FDI Policy 
For a long time it has been emphasised the key to 
economic development apart from economics is the 
-1 
infrastructure development.' Because a well developed 
infrastructure will play a crucial role in attracting FDI.^In the 
light of this different states should consider framing special 
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laws directing investment first in infrastructure and their to 
other sectors of the economy, covering both domestic as well 
as foreign investmentJ Some states have already initiated 
11 
this process of enacting law for infrastructure development. ' 
Andhra Pradesh and Kernataka are two states which have 
taken lead in this, others like Maharatra, Tamil Nadu, Gujrat 
are in line. '' 
There should be a joint effort both by Central and State 
government and some kind of coordination committee should 
be set up which should take up critical issues, which some 
times create problems between states and centre 
government.'" Issues such as environmental clearances, 
industrial relations, etc. Members from corporates should 
also be included for broader acceptability 
Insti tutional Changes and Policy for FDI 
The Department of Industrial Promotion & Promotion 
(DIPP) plays a pivotal role in regulating FDI, with the help 
from FIPB, SIA and FIIA. ' 'The FIPB, which works out the 
modalities before the approval stage and appraises the 
proposal, should be empowered to grant central level 
registration, excise registration and income tax registration 
DGFI registration. Custom & excise registration, this will 
augment the process approvals of FDI proposals. ' -
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The Foreign Investment Implementation Authority 
(FIIA) should be given freedom to frame business rules so 
that it can fix the time frame for investment proposals both at 
Central and state levels. The role of cabinet committee 
should be curtailed in assessment of proposals and FIIA 
should be empowered which will reduce approval time.' ' 
A registration cell related to FDI should be setup so 
that database can be maintained of FDI projects ensure 
accelerate approvals of FDI.'-* 
Funds for Assistance to States 
The Indian repute consists of many states and Union 
Territories which are at different stages of development.' 
Some states are financially, technically and Infrastructurally 
very sound while some are very weak in all respects.' ' 
Therefore a development Assistance Fund can be set up to 
provide assistance to the states which need them.'This can be 
divided in two categories i.e. Technical Assistance and 
Financial Assistance, depending upon the requirement of the 
states. The States could use these funds to upgrade the states 
infrastructure and prepare reports for project in which there 
is requirement of FDI to foreign investors."'An effective 
implementation agency should be set up to help the states 
and also in building road maps for investment, investment 
tracking system etc. ' ' 
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As the volume is increasing significantly, there are also 
many fold increase in the problems faced by the foreign 
investorS'."^The procedures for getting government clearance 
are very complex and especially for first time investors! So 
taking in consideration these problems, a non-governmental 
society or council should be set up with help and 
encouragement from the DIPP for helping out these 
investors?^These council/societies should operate on a non-
profit basis and supply information, approval and clearance 
r r > 
services to foreign investors. 'Service could also include 
clearance and approvals for these first time investors in 
finding a suitable joint venture pasture, this can also be 
addressed by these councils/societies. ' ' 
Raising FDI Sectoral Caps and other Allied Issues 
Attracting FDI is a major issue for India for the over all 
development of the economy. ' But there are many early 
barriers attached which restrict the smooth inflow of FDI. 
The Sectoral limits which are enforced should be properly 
evaluated in a explicit manner and should be justified. ' 
Otherwise, the Sectoral caps which are not properly justified 
should be removed. 
The National Security is a major issue for the 
government, and for that vital defence industries are needed 
to be controlled by the public sector enterprises or by the 
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resident nationals'. "But there are two aspects to like there a 
surely defence goods and civilian goods used by the defence 
industry. ' So in case of civilian goods there is no need to put 
- I " 
restrictions on its use." - Therefore there is a need to 
distinguish between pure defence/security equipment such 
as weapons platforms and dual use equipments and pasts 
that such dual use goods are treated as civilian and freed 
form FDI equity limits'". FDI equity limits should be liberal in 
case of dual use items rather than pure defence equipment."^. 
For a long time there have been apprehensions about 
the opening up of Media to FDI, which has attracted large 
amount of FDI. ^here is no problem until the publications on 
culture, society and entertainment are not published at the 
expense of Indian social and cultural norms. ' The 
globalisation of the economy should be two-way, with the 
rest of the world having the same access to Indian culture as 
we have to theirs. Globalisation should not mean that all the 
existing cultural and nationalistic contents created in USA or 
other European countries should be transferred to Indiaf' It 
also means that the cultural and nationalistic content created 
in Indian should also be brought to global audience.'"On the 
same pattern restrictions can also be applied to foreign 
entrants in the field of current affairs and news programmes!'-
Report of international affairs should also be properly 
monitored as they are strongly influenced by nationality like 
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we have seen in the report on Iraq war and International 
terrorism*^ Editorial control on content must be handled by 
/, 
Indian nationals. 
Manufacturing Sector and FDI Policy 
The Indian Manufacturing sector has attracted huge amount of FDI and it has still got potential to further 
'it 
argument the inflow of FDI. "^ The whole of manufacturing 
industry is doing well except the defence, but defence will 
also get a boost because of recent incentives by the 
government to open it for private players. 'The Small-Scale 
units are still protected with equity limit of 24 per cent. 
The talk of the moment is the phenomenal growth of the 
Indian Automobile Industry in which the government has 
allowed upto 100 per cent foreign equity. And presently all 
the leading automobile manufacturers of the world set up 
their plants in India like General Motors, Toyote, 
Mitshulshshi, Dialmer Chruysler, Hymadai, Ford, Volvo, 
Kawasaki, Honda, Yamaha. These companies have either set 
up a 100% subsidiary or they are in joint ventures with some 
leading Indian automobile manufacturers. 
B. Strategies and Implicat ions for FDI in Automobile 
Over a period of time it has been observed that Indian 
automobile industry has promoted integrated, phased. 
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enduring and self-sustained growth. However, there is a 
pressing need to lift up the sector as a lever of industrial 
growth and employment and to achieve a high degree of 
value addition in the country; 
The extant policy on the automobile industry has drawn 
many overseas companies into India but needs to be more 
investor friendly, address emerging problems and be WTO 
compatible. The Indian car market is full of possibilities; but 
present demand profile inhibits volume production, saves by 
a few, and conduces contention rather than competition. 
World over, the majors have consolidated to elevate 
technology, enlarge product range, access new markets, cut 
costs and induces versatility. They have resorted to common 
platforms, modular assemblies and systems integration by 
component suppliers and E-Commerce. 
The automotive industry is in the midst of a major 
structural transformation in today's globalised scenario. 
"System Supply" of integrated components and sub-systems 
is becoming the order of the day, with individual small 
components being supplied to the system integrators instead 
of the vehicle manufacturers. In this process, most of the SSI 
units manufacturing smaller individual components are on 
their way to become tier 2 and tier 3 suppliers, while the 
larger companies including most MNCs are being 
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transformed into tier 1 companies, which purchase from tier 
2 & 3, and sell to the auto manufacturers. 
Indian auto sector needs to grow collaterally and in 
harmony with world industry. India has the potential to be a 
global automotive power. However, concerted efforts is 
required to take auto manufacturing to a self-sustaining level 
where they shall have volumes, generate requisite technology 
and meet evolving emission requirements. 
Volume is important for any manufacturing enterprise. 
However, it is more important for automobile sector, both for 
the manufacture of vehicles as well as auto components. Lack 
of volume will not only inhibit efficient manufacture but also 
R&D and introduction of new models. The investment 
including FDI and fiscal policies should create an 
environment for volume production and indigenous 
capability for innovation for small cars and auto components. 
Auto components manufacturers have been slowly 
gaining global recognition and maintaining a certain level of 
exports despite the recent downturn. It should be possible to 
achieve an export target of US $ 1 billion by 2005 and US $ 
2.7 billion by 2010. This would require three pronged 
marketing strategy: exports through OEMs for their global 
sourcing requirements, export to tier I manufacturers as a 
part of their international supply chain and direct exports to 
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aftermarket. The main challenges are lower volume - low 
scale, fragmentation, inadequate R&D/technology support, 
lower productivity levels, limited resources for international 
marketing and establishment of an efficient supply chain. 
The Government needs to promote Research & 
Development in automotive industry by strengthening the 
efforts of industry in this direction by providing suitable 
fiscal and financial incentives. The current policy allows 
Weighted Tax Deduction under I.T. Act, 1961 for sponsored 
research and in-house R&D expenditure. This will be 
improved further for research and development activities of 
vehicle and component manufacturers from the current level 
of 125%. In addition. Vehicle manufacturers will also be 
considered for a rebate on the applicable excise duty for 
every 1% of the gross turnover of the company expended 
during the year on Research and Development carried either 
in-house under a distinct dedicated entity, faculty or division 
within the company assessed as competent and qualified for 
the purpose or in any other R&D institution in the country. 
This would include R & D leading to adoption of low 
emission technologies and energy saving devices. 
Government should also encourage setting up of 
independent auto design firms by providing them tax breaks, 
concessional duty on plant/equipment imports and granting 
automatic approval. Allocations to automotive cess fund 
248 
Findings and Concliisioii 
created for R&D of automotive industry shall be increased 
and the scope of activities covered under it enlarged. 
3. Direction for Future Researches 
The present study has dealt with the role of FDI in 
automobile and autocomponents industries as a whole for the 
period from 1991-2003. Performance appraisals of automobile 
industry has been done in terms of examine trends in sales, 
production, investment and export of automobile and 
autocomponents. The same parameters have been taken to 
assess the role of FDI viz-a-viz sales, production, investment, 
export and employment. 
The study has not taken the segment wise analysis of 
FDI inflows in automobile industry such as FDI in heavy 
vehicles light vehicles medium vehicles multi utility vehicles 
and commercial vehicles. Studies can be therefore taken in 
future to assess the role and consequences of FDI flows in 
different segments of the automobile and autocomponents 
industries. 
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Appendix 1 
Foreign Collaboration Approvals (Route-Wise)-Comparative Figures: 
S.No. 1991-
1995 
1996 1997 1998 1999 2000 2001 2002 2003* Total 
(1991-
2003 
01. Total No. of Foreign Collaboration approvals by: 
i)SIA 2627 410 67 193 221 197 207 420 230 4672 
ii)RBI 3101 719 801 432 571 551 1132 1010 898 9215 
iii) FIPB 2409 1174 1357 1161 1432 1396 931 843 746 11449 
Total 8137 2303 2325 1786 2224 I 2144 2270 2273 1874 25336# 
02. Total No. of Foreign Collaboration (Technical) approvals by: 
i)SIA 1822 311 119 129 170 132 76 122 138 3019 
ii)RBI 2126 424 416 401 324 286 212 185 183 4557 
iii) FIPB 6 9 125 65 " i 0 0 0 0 209 
Total 3954 744 660 595 498 418 288 307 321 7786 
03. No. of PC approvals involving Foreign investment: 
i)SIA 805 99 48 64 51 65 131 298 92 1653 
ii) RBI 975 295 385 31 247 265 920 825 715 4658 
iii) FIPB 2403 1165 1232 1096 1428 1396 931 843 746 11240 
Total 4183 1559 1665 1191 1726 1726 1982 1553 17551# 
04. Total amount of Foreign Investment involved: 
(Rs. in billuvi) 
i)SlA 15.6 11.8 3.2 7.2 0.1 1.9 7.9 10.1 3.1 60.9 
ii)RBI 26.5 12.5 92.7 1.9 9.9 15.7 23.5 27.8 13.2 223.7 
iii) FIPB 553.3 337.2 453.0 299.0 273.6 352.7 237.4 73.5 44.2 2623.9 
Total (In 
Indian 
Rupees 
595.4 361.5 548.9 308.1 283.6 370.3 268.8 111.4 60.5 2905#@ 
Note: (i) 
(ii) 
(in) 
(iv) 
1 Billion = 100 crores 
* # * - includes 100 proposals appraised by FIPB for American Depositor}/ 
Receipts (ADRs), Global Depository Receipts (GDRs)/Foreign Currenaj 
convertible Bonds (FCCBs) involving ini'estnient of Rs. 490.81 billion. 
'*'- Figures for 2003 updated upto 31.12.2003. 
' @ ' - TJte amount of Foreign Direct Investment (FDI) approved = US $ 
77.92 billion (approx.) 
SIA Secretariat for Industrial Assistance 
RBI Reserve Bank of India 
FIPB Foreign Investment Promotion Board 
Source: SJA Nexv^letter, FDI Data cell). Department of Industrial Policy .aad Promotion, 
Ministry of Commerce & Industry, Gm^emment of India, Ne^v Delhi, Januanj, 2001p. 9 
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Appendix 2 
Foreign Collaboration Approvals (Route-Wise) Comparative Figures 
(Post-Policy Period) (1991-2003) 
Post-Policy Period 
S.No. 1st to 11th 
Years 
(August 
1991-July 
2003 
12ti' Year 
(Aug. 2003-
Dec. 2003 
Total 
(Aug. 1991-
Dec. 2003 
1 
01. Total No. of Foreign Collaboration approvals: 
i)SIA 4261 96 4357 
ii) RBI 8365 350 9215 
iii) FIPB 11096 353 11449 
Total 24222 799 25021* 
02. No. of FC approvals (Technical) approvals: 
i) SIA 2733 58 2791 
ii) RBI 4485 72 4557 
iii) FIPB 209 0 209 
Total 7427 130 7557 
03. No. of FC approvals involving Foreig ;n investment: 
i)SIA 1528 38 1566 
ii) RBI 4380 278 4658 
iii) FIPB 10887 353 11240 
Total 16795 669 17464"^  
04. Total Amount of Foreign Investment Involved: 
(Rs. in Billion) 
i) SIA 59.4 1.1 60.5 
ii) RBI 218.6 4.9 223.5 
iii) FIPB 2599.1 24.1 2623.2 
Total 
(In Indian Rupees) 
2877.1 30.1 2907.2# 
Note: (i, 2 Billion = 100 crores 
(ii) 
SIA 
RBI 
FIPB 
" * " . includes 100 proposals approved by FIPB for American Depositoni 
Receipts (ADRs), Global Depository Receipts (GDRs)/Foreign Currency 
Convertible Bonds (FCCBs) involving investment of Rs. 490.81 billion. 
Secretariat for Industrial Assistance 
Reserve Bank of India 
Foreign Investment Promotion Board 
Source: SIA Newsletter, FDI Data cell), Department of Industrial Policy and Promotion, 
Ministry of Commerce & Industry, Goi^ernment of India, Nexv Delhi, January, lOOlp. 11 
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Appendices 
Appendix 5 
FDI Approval In Automobile Industry (1991-2003) 
Year 
(Period) 
Total 
(No.) 
Tech. 
(No.) 
Fin. 
(No.) 
Cumulative FDI 
Approved In 
Automobile 
(Rs. in Million) 
Annual FDI 
Approved In 
Automobile 
(Rs. in 
Million) 
01.08.91 93 70 23 1983.28 89.10 
01.08.1991-
31.12.1992 
108 87 21 3398.38 1415.1 
01.08.1991-
31.12.1993 
113 98 15 4563.46 1165.08 
01.08.1991-
31.12.1994 
188 131 57 6136.96 1573.5 
01.08.1991-
31.12.1995 
293 196 97 17165.34 11028.38 
01.08.1991-
31.12.1996 
412 260 152 19327.98 2162.64 
01.08.1991-
31.12.1997 
502 300 202 24040.02 4172.04 
01.08.1991-
31.12.1998 
573 342 231 29766.81 5726.79 
01.08.1991-
31.12.1999 
669 379 290 39612.17 9845.36 
01.08.1991-
31.12.2000 
727 398 329 43128.19 3516.02 
01.08.1991-
31.12.2001 
768 413 355 47579.48 4451 
01.08.1991-
31.12.2002 
796 416 380 48266.12 686.64 
01.08.1991-
31.12.2003 
822 423 399 51171.45 2904.88 
Source: Complied from SIA Newsletter, FDI Data cell), Department of Industrial Policy 
and Promotion, Ministn/ of Commerce & Industry, Goi'ernment of India, New Delhi, 
January, 2001. 
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FDI Ancillary (1991-2003) 
Year Total Tech. Fin. Cumulative FDI Annual FDI 
(Period) (No.) (No.) (No.) Approved In 
Automobile 
(Rs. in Million) 
Approved In 
Automobile 
(Rs.in Million) 
01.08.1991- 44 23 21 2458.70 358.69 
31.12.1996 
01.08.1991- 56 33 23 2869.85 411.85 
31.12.1997 
01.08.1991- 100 51 49 3828.39 958.54 
31.12.1998 
01.08.1991- 143 71 72 2007.05 16243 
31.12.1999 
01.08.1991- 182 86 96 20699.13 628.08 
31.12.2000 
01.08.1991- 248 111 137 22139.10 1439.97 
31.12.2001 
01.08.1991- 296 131 165 25726.31 35872.2 
31.12.2002 
01.08.1991- 358 168 190 25930.14 203.8 
31.12.2003 
Source: Complied from SIA Nexvsletter, FDI Data cell), Department of Industrial Policy 
and Promotion, Ministry of Commerce & Industry, Government of India, New Delhi, 
January, 2002. 
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